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Finance Committee Meeting
Qctober 8, 2001

| Committee Members |

Mr. Herbert S. Winokur, Jr., Chairman
Mr. Robert A. Belfer

Mr. Norman P. Blake, Jr.

Mr. Ronnie C. Chan

Mr. Paule V. Ferraz Pereira

Mr. Frank Savage
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Herbert S. Winokur, Jr., Chairman
Robert A. Belfer

Norman P. Blake, Jr.

Ronnie C. Chan

Paulo V. Ferraz Pereira AGE N DA

Frank Savage

Meeting of the Finance Committee
of the Board of Directors of Enron Corp.

4:00 p.m. (CDT), October 8, 2001
50% Floor Boardroom, Enron Building
Houston, Texas

/1/ Approval of August 13, 2001 Finance Committee Minutes Mr. Winokur

1/2’- Chief Financial Officer Repont Mr. Fastow

Vi Treasurer Report ‘ Mr. Glisan
4. Chief Risk Officer Report Mr, Buy

Quarterly Risk Update
- Audit & Compliance and Finance Committee Roles
- Trade Credit Update
- Market Risk Update
- Post Transaction Reviews -

5. Projects and Amendments
A) Revision to the Risk Management Policy Mr. Buy
- Approve for Recommendation to the Board

B) Project Southwood .. Mr. McMahon
- Approve for Recommendation to the Board

6. Other Business

7. Adjourn
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Enron Corp.

Finance Committee Minutes
from August 13, 2001 meeting
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EXH064-00007

MINUTES
MEETING OF THE FINANCE COMMITTEE
OF THE BOARD OF DIRECTORS
ENRON CORP.
AUGUST 13, 2001

Minutes of a meeting of the Finance Committee (“Committee”) of the
Board of Directors of Enron Corp. (“Company”), noticed to begin at 5.00
p.m. C.D.T., but actually begun at 5:50 p.m., C.D.T., at the Enron Building
in Houston, Texas.

All of the Committee members were present as follows:

Mr. Herbert S. Winokur, Jr., Chairman
Mr. Robert A. Belfer

Mr. Norman P. Blake, Jr.

Mr. Ronnie C. Chan

Mr. Paulo V. Ferraz Pereira

Mr. Frank Savage

Directors John H. Duncan and Kenneth L. Lay, Messrs. William S.
Bradford, Richard B. Buy, Richard A. Causey, Timothy A. DeSpain,
Andrew S. Fastow, Ben F. Glisan, Jr., David G. Gorte, Mark E. Koenig,
and Theodore R. Murphy, and Ms. Rebecca C. Carter, all of the Company
or affiliates thereof, also attended the meeting. Director Jeffrey K. Skilling
and Mr. Richard N. Foster, of McKinsey & Company, Inc, joined the
meeting in progress as noted below.

The Chairman, Mr. Winokur, presided at the meeting, and the
Secretary, Ms. Carter, recorded the proceedings.

Mr. Winokur called the meeting to order, noted that a draff of the
minutes of the meeting of the Committee held on April 30, 2001 had been
distributed to the Committee members, and called for any corrections or
additions. There being none, upon motion duly made by Mr. Savage,
seconded by Mr. Chan, and carried, the minutes of the meeting of the
Committee held on April 30, 2001 were approved as distributed.

Mr. Winokur called upon Mr. Fastow to present the Chief Financial
Officer’'s report, a copy of which is filed with the records of the meeting.

EC46949A0030750
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EXH064-00008

Mr. Fastow discussed total return swaps that had been completed in June
and July and noted that the ending balance shown in the presentation
materials did not refiect recent activity, which had led to an ending balance
of zero. He also reviewed recent treasury stock purchase activity. He then
presented a chart depicting the Company's interest rate exposure in
different areas and noted the dollar amounts at fixed and at floating
interest rates. He stated that the chart now reflected all elements of the
balance sheet, and while the overall amount had increased, the fixed-
floating ratio remained fairly constant. He then discussed other asset
monetizations.

Mr. Fastow then noted that the Company was diversifying its funding
sources and compared the percentage of funding the Company had
received from banks, U.S. capital markets, and non-U.8. capital markets
over the last three and one-half years. He then commented on the
Company’s liquidity and net margin activity.

Messrs. Foster and Skilling joined the meeting.

Mr. Fastow then presented a summary of the status of asset
dispositions. He stated that the new accounting rules relating to goodwill
could impact the Company’s debt to total capital ratio and commented that
the Company would be closely monitoring the sale of assets and the
impact on the ratio.

Mr. Winokur called upon Mr. Glisan to present the Treasurer Report,
a copy of which is filed with the records of the meeting. Mr. Glisan
reviewed the Company's active letters of credit and discussed the changes
since year end. He presented the Company's guarantee portfolio as of
June 30, 2001 and noted that guarantees continued to increase due to the
significant increase in activity by the Wholesale group. He then presented
the liquidity forecast and commented on the sources and uses of funds.
He reviewed the Company’s key financial ratios and noted that the
Company was on target to meet the year end goals. He then discussed
the Company's ratings by the rating agencies and provided comments on
the views of each of the agencies.

Mr. Winokur called upon Mr. Buy to present the Chief Risk Officer's
report, a copy of which is filed with the records of the meeting. Mr. Buy
stated that he would only be reviewing the overall portfolioc summary and
that he would be available to answer any questions on the other material
provided in the report. He stated that the Risk Assessment and Control
group had expanded the portfolio summary to include additional

EC46949A0030791




EXH064-00009

international assets. He then reviewed the assets in each of the four
performance categories, comprised of exceeding expectations, meeting
expectations, below expectations, and troubled. Mr. Skilling joined him in
answering questions from the Board regarding the assets in the troubled

category.

Mr. Winokur called upon Mr. Giisan to discuss a proposed resolution
relating to brokerage account authorizations. Mr. Glisan discussed the
proposed resolution and following a discussion, upon motion duly made by
Mr. Savage, seconded by Mr. Ferraz Pereira, and carried, the proposed
resolution relating to brokerage account authorizations, as presented at the
meeting, was approved for recommendation to the Board.

There being no further business to come before the Committee, the
meeting was adjourned at 6:20 p.m. C.D.T.

Secretary

APPROVED:

Chairman

Ki\a Minutes\2001 Minutes\081301F.doc
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Enron Corp.

Chief Financial Officer Report
October 8, 2001
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Finance Issues

Enron Stock Activity

Interest Rate Exposure

Liquidity — Margin Activity
Finance Related Asset Sales
Outstanding Financings and Debt
Summary Asset Dispositions

Restructurings
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Enron Stock Activity

Stock Trading Activity - M

Description Shares Avg Price Qtr P&L
(000) (000)
Opening Balance - - -
Total Return Swaps 400 $37.95  ($5,154)
Ending Balance 400
EGF Equily Position Linits V@R Notional open|
Limit (SMV) $10.00 $300.00
Current position {SMV) 50.28 $11.32

-Position Smils. exclude BNA position which is relflected in ENA
equity book position repert
-inchudes 60% of JEDI an open position

tock Purchase Activity (Treasu

Description Shares Avg Price Amount
(000) {000)

Opening Balance 577
Repurchases 7,079 $78.21 $553,662

Other Activity* (3,646)

Ending Balance 4,010
Authorization, Subject (o Jim Derrick's approval 20,000,000
Activity 7,078,501

* Includes Siock Option Exercises, Stock Option Swaps (Non-Qualified), and other miscellaneous

EXHO064-00013
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Interest Rate Exposure

45,000,000 +- e
|
|
2443605 501202 8,553 546 $39,827,589;
40,000,000 — = \
!
35,000,000 }— I 8,698,548
145,000
30,000,000 {— —— — —— —azar ——
1,986,949 =
500,000
25000000 —— —————— — - 204,502 ; e
| [I:IFIoaling-22%
LIFixed - 78%
20.000.000 1~ 1,686,823 T —
[] etee30
18,000,000 4 — — — e 31,274,143 31,129,143
510,000
10,000,000 —
5,565,156
so00000 -0 — — — —— — o —
10,277,000
0 ’4-—"r S e g = — =y T s | —_ T — = -t - T R
Projects- Prepays 140's  LTD-OF CP  Projects- LTD-B/S lLeases ENE  Hedges Total
Off B/ BIS On B/S Liabilities
Natgs:

t. Current CP Balance of $1.987 MM reprasents 23% of floating rale debt.
2. EGF goal of B0720 fix/fit composition.
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Liquidity — Margin Activity

as of September 26, 2001

Current Liquidity ($MM)

Normal Disaster
Market Market
{P50) {P98)
Cash & ST Lines 1,524 1,524
Inventory 1,134
PRM Asset 300
Nel ARIAP 3,242
Debt Shelf 1,000
Equity Shelf 375
Operational CF (50 {50}
Whitewing Vebhicle Capacity 160 160
Total 7,685 1,634
Board Approved Liquidity Factor
Margin 10 day Metric 260 836
Actual Coverage Factos 296 2.0
Required Coverage Factor 30 1.5
Liguidity Factor w/ fargest Historical Monthly Margin Out
Max Meonthly Margin Qut 996 996
Actual Coverage Factor 1.7 16

2.5
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Enron Corp.

Treasurer Report
October 8, 2001
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Enron Corp.
Active Letters of Credit by Category

($000)

09/21/01 12/31/00 12/31/99

Bids $ 7,766 $ 6,321 $ 5,968
Debt 65,932 24,241 52,946
EOTT 139,055 102,089 150,310
Leases 12,871 12,750 15,604
Other 18,833 280,179 80,071
Other Third-Party 25 6,605 24,078
Performance’ "~980,403 425,210 522,006
Trade' 863,585 634,300 76,269
$ 1,491,605 $ 927,252

Grand Total § 2,088,470

105 for $815,622 posted as Margin are included in the Trade and Performance categories

3-2

EC46949A0030807



Enron Corp.
Guarantee Portfolio

(000’s)

08/31/01 12/31/00 12/31/99
Trade (Payment & Performance) $23,009,811 $21,197,904 $17,316,817
EOTT Trade 544,744 544,744 440,375
Swap Agreements
{(Master & Individuali)' 13,222,421 10,878,431 7,148,443
Projects (Non-Debt)? 6,627,145 4,632,739 4,756,470
Debt 3,338,969 3,422,444 2,493,049

Grand Total  $46,743,090 $40,676,262 $32,155,154

! increased counterparty activity.
2 Increase primarily due to 6 NEPCO projects $1.818MM

33 EC46349A0030808
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Enron Corp

Liquidity Forecast & Sensitivities
As of September 26, 2001

($000)

Sources Available; Owernight  2-10 Days 11-30 days Total
Commercial Paper (Backed by committed Bank Rewlver) * 1,233,000 1,233,000
Uncommitted Bank Lines & Loan Sales Lines ° 255,000 255,000
Letter of Credit Facilities 36,530 36,530
Inventory 1,134,000 1,134,000
Net Accounts ReceivablefAccounts Payable ' 3,242,000 3,242,000
Net PRMA 300,000 300,000
Qperational Cashilows (50,000} (50,000}
Shelf Registration for Public Debt Issuance 1,000,000 1,000,000
Shelf Registration for Public Equity Issuance ° 375,000 375,000
Whitewing Vehicle Capacity 160,000 160,000
Merchant Portfolio Available for Monetization 490,883 490,883
Scheduled Asset Monetizalions 120,000 120,000

Tolal Sources Available $1.624,530 $6,161,000 $610,883 $8.296 413

' CP Program Gapacity is $3.350 million
¥ Loan Sales Capacity is $550 millign
3 LIC Lines Capacity tolal §2,125 millan

* AIR Sale Praceeds comprise less than 10% of Trade Receivables Available (§11.1B)

5 15 miion shares at §25 per share

3-4
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EXH064-00027

Enron Corp
Liquidity Forecast & Sensitivities

As of September 26, 2001
($000)

Forecasted Qutflows: O/N - 10 Days  11-90 days Total
General & Administralive Expenses 50,000 405,000 455,000
Debt Maturities 1,312,000 1,400,000 2,712,000

Totai Forscasted Qutflows $1,362,000 $1,805,000 $3,167,000

Contingencies: O/N-10 Days 1190 days Total
Margin Activity (Postings & Deposits Retumed) ' 836,000 836,000

Total Contingencies $836,000 $836,000

Forecasted Inflows: O/N - 10 Days  11-90 days Total
10 Year Benchmark 1,000,000 1,000,000
Recaivable Monetization 250,000 500,000 750,000
Contract Monetization 1,400,000 1,400,000
Prepaid Contracts 350,000 400,000 750,000
EOTY Monetization 185,000 185,000

Total Forecasted Inflows $785,000 $3,300,000 $4,085,000

! Represents 99% confidance interval on 10 day V@R based on historical margin.
EC46949A0030810
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Crisis Funding Breakdown
($MM)

Normal Process Crisis

CP Dealer CP Direct Bank Bank Total
Date Placement Placement Loans Lines Funding Comments

Week 1
11-Sep 50 671 721 No CP Market
Implernented Bilateral Loans with Citi, Chase,
and BofA
12-Sep 512 512  Market open but very light
Covered $354MM of crisis borrowings from 9/11
13-Sep 305 74 379 Treasuries resume trading
Covered additional $266 of crisis borrowings
14-Sep 865 125 103 1,093 Beganto overfund
Repaid $150MM of WestLB BL
Waeak 2
17-Sep 435 190 70 695  Stock reopen, Fed cuts 50 bps
Repaid final $100MM on WestLB BL
18-Sep 507 67 88 659
19-Sep 403 - - 403
20-Sep 220 2 80 302
21-Sep 216 28 91 335

- Slow paid large receivables.

- Stepped up Direct CP placement efforts.

- Over funded when possible.

- Sept 11-14; Longest term availabie 6 weeks at 100 bp wider than before.

- Sept 17-21: Longest term available 6 weeks at 50 bp narrower than prior week.

38 EC46348A0030811
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Rating Summary

Rating Agency Long Term Commercial Paper Outlook
Standard & Poors BBB+ A2 Stable
Moody's Baat P2 Stable
Fitch IBCA BBB+ F-2 Stable
Rand | (Japan) A- nva Stable

EXH064-00032
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Enron Corp.

Chief Risk Officer Report
October 8, 2001

-1 EC48949A0030823
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Audit & Compliance
and Finance
Committee Roles
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Roles For Monitoring The Risk Management Policy

Audit and Compliance Committee

»  Review internal controls as it relates to the
operation of the Risk Management Policy

> Review limit violations and determine that
actions taken by management are consistent
with the Policy

- Apprave risk management framework and

- Determine appropriateness of limits,

> Review corporate liquidity and funding

~ Review investment returns achieved

Finance Committee

review policy issues

correlations, profitability and liquidity based
on the Company’s risk appetite as ratified
by the Board

plans

relative to expectations

J

43
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Trade Credit Update



EXHO0B4-00044

Trade Credit Update

Table of Contents

Trade Credit Portfolio

Net Credit Exposure by E-Rating

Major Trading Relationships

Top 25 Net Credit Exposures for August 31, 2001
Collateral

Change in Cash Collateral

Top 5 Country Net Credit Exposures

California Update

Bankruptcy Update
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Trade Credit Portfolio

as of August 31, 2001

In $Bn’s & Investment Grade
75% ($1.16) ($0.50) u Non-Investment Grade
. ($1.15) $0.58)
2% oo, NN
32%
(50.23)
($0.38) ($0.16)
{$0.25)
66%
65%
34% 3I5%
T L
Gross Exposure Cash Collateral Other Collateral Net Exposure
{including monetizations}
$16.59 {$1.54) ($0.73) $14.32
$16.31 ($1.40) ($0.75) $14,16
Numbers in italics represent comparable amounts at June 30, 2007
+ EC46949A0030828
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100%
90%
80%

70%

50%
40%

% of Portfolio

30%
20%
10%

0%

EXHO064-00046

Net Credit Exposure by E-Rating

60% -

investment
Grade
Non-
investment
Grade
06/30/2001 08/31/2001
$14.16 Bn $14.32 Bn

47
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Major Trading Relationships

as of August 31, 2001

Major
Relationship

Counterparties new to "Major Reiationships" list
::Non-fnvosmont Grade Credit Exposures

EXHO084-00047

Total Net Exposure $14.32 Bn

40% !

Gross Net
Parent Exposure Collateral Exposure
E-Rating Relationship In$MM's  InSMM's  In SMM's
4 TXU Corp. 1615 (101} 1,514
5 Sierra Pacific Resources 542 - 542
[12"]PG&E Carporation 505 505
4 Dynegy Inc. 288 - 288
4 El Paso Corporation 340 {100} 240
2 Bonneville Power Administration 229 - 229
3 Corat Energy Holding, L.P. 222 222
1 Government OF The United States 216 - 216
1 Koch Industries, Ine. 197 - 197
1 BPplc 274 {88} 186
Edison International 198 (34) 162
4 TransAlta Corporation 162 - 162
[ Calpine Corporation 258 {100) 158
8 EOQTT Energy Partners P 133 - 133
2 FPL Group Inc. 13 - 131
3 Westcoast Energy Inc. 118 118
4 Petro-Canada 90 - 90
3 TransCanada Pipelines Limited 84 B4
5 Canadian Natural Resources Ltd. 81 - 81
1 American International Group, Inc. 75 75
5 Avista Corporation 70 - 70
3 Sempra Energy 154 e8) 66
2 Duke Energy Corporation 175 (118) 57
(& Jcms Energy Corporation 90 {34) 56
4 Dorinion Resources Inc. 82 {29} 53
5 Williams Companies, Inc., Tha 33 - 33
4 Reliant Energy Inc. 161 {141} 20
Major Relationships Total 6,521 {833) 5688
48
EC45949A0030830



Top 25 Net Credit Exposures for August 31, 2001

In $MM’s
E-Rating Counterparty Name {Legal Entity) June 30, 2001 August 31, 2001
4 XU Europe Energy ﬁding td. 1,554 1,476
Paciﬁc Gas & Electric Company 474 505
5 Nevada Power Company 422 373
2 Bonneville Power Administration 105 229
1 United States Department of Energy 188 205
3 Coral Energy Holding, L.P. 193 191
2 Koch Petroleum Group, L.P. 393 180
4 Dynegy Power Marketing, Inc. 196 177
12 Southern California Edison Company . 145 156
7 Calpine Energy Services, L.P. 160 154
5 Sierra Pacific Power Company 149 145
[ 8 JeOTT Energy Liquids, L.P. - 132
4 TransAlta Utilities Corporation 172 131
3 El Paso Merchant Energy, L.P. 214 131
3 IBM Corporation 102 120
2 Florida Power & Light Company 134 120
3 Public Utility District No. 1 of Snohomish County 98 116
4 Engage Energy Canada L.P. Ia| g8
1 BP Energy Company 163 93
4 Coastal States Trading Inc. 154 93
3 SBC Sesvices Inc. - 89
3 City of Santa Clara California, Silicon Valley Power 45 88
4 Petro-Canada Qil and Gas 79 83
4 Canadian Natural Resources 82 72
Eowest Communications Corp. 70 70
Top 25 Total 5,227
Other Net Credit Exposures 9,082
Total Net Credit Exposure 14,319

Countarparties new to “Top 25" list

:Non-mvntmmt Grade Credit Exposures 49

EXH084-00048
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"~ Collateral

In $MM’s .
GCounterparty 813172001 913012001 Counterparty 08/31/2001 08/30/2001
GASH POSITIONS INCOMING LETTERS OF CREDIT

The Ghase Manhattan Bank (1) T 255  Abegheny Energy Supply Company, LLC 127 122
Duke Energy Trading and Markeling, LL.C 118 180 Calpine Energy Servicas, L P. 50 m
Sempra Energy Trading Corp. 57 168 TXU Energy Trading Company 101 11G
Reliant Ensrgy Services, Inc. 169 180 Consiellalion Power Source, Ing. 5 76
BP Corporation Norih America Inc. a8 130 EPCOR Energy Services (Alberta) inc. 40 40
The Mew Power Company 109 108  The Premcor Refining Group, Inc. 1 35
El Paso Meschant Enargy, L.P. 100 100  Select Energy, Inc. 50 az
Moargan Stanley Capital Group Inc. 100 86  Sempra Energy Trading Corp. 21 3
PSEG Enargy Resources & Trade LT 49 53 Southern California Edison Company 23 23
Gokiman Sachs Capfial Markets, L.P. 33 52  Entergy-Koch Trading, LP H“ 0
Calpine Enargy Servicas, L.P. 50 50 Other 28 354
Utiicorp United Inc. 48 48 Total Incoming Letters of Credil [14] 44
Other Cash - incoming 233 267
Othar Cash - Qutgolng (156) {122) Counterpary 0813172001
Aquia Risk Management Corperation {64) 0
Mirant Amarices Energy Marketing, LP. {200 0 , OUTGOING LETTERS OF CREDIT
Bank of Amarica, National Associstion (26} (48) Duke Energy Trading and Marketing, L.L.C. (200) (200
Enlergy-Koch Trading, LP (20 (50) Califomia Power Exchange Corporation o7 aen
Credit Suisse First Boston International (17 {59y Paceic Gas & Electric Company 1100) (150)
Merrill Lynch Capital Services, Inc. (45} (60) Williamms Energy Marketing & Trading Company 0 (100Q)
Hess Enargy Trading Company LLG (43) (68) Mirant Americas Energy Marketing, L.P. 0 (85)
Phibra Inc (72} (78} Aquila Risk Management Corporation 0 {50)
Reliant Energy Services, Inc. {135 (92} The Cakfemia Indepsndent System Oparator Corporation (38) {36}
Ei Paso Merchant Energy, L P. {100) {100y Aquila Energy Marketing Comoration 0 (a0)
Mahonia Ltd (145) {123y ©Omen Liquefied Natural Gas, LLC. (24 {19)
Morgan Slanley Capital Group Inc. {119) (135} Swiss Re Financial Products Corporation (18] (18}
Williams Enargy Marketing & Trading Company (296} (188) Powerex Comp. (z7) 0
J. Aron & Company (161} (210} Duke Energy Marketing Limied Parinership (18) 0
Duke Enargy Trading and Marketing, L.L C. (5214} (330; Other 1) {5)
Nst Qutgoing Gash {579} 16 Total Quigoing Letters of Credit {533) {720}
Total Incoming Cash 1,541 1678
Total Qutgoing Cash (2,120} {1,682) OUTGOING SURETY BONDS

Mahonia Ltd (981) {981}

1SO New England Inc. (40) (45}

CQUTGOING SECURITIES Total Outgoing Surety Bonds (1.021) {1,028}
Bank of Montreal (83) (125}
{1) Includes amount related to prepay structure with Mahonia Ltd. 4-10

EXH064-00049
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4,000
6,000
4,000
3,000
2000

1,000

{1,000}
(2,000)
{3.000)

{4.000)

EXH064-00050

I 2000

Change in Cash Collateral

In $MM's

R Incoming Cash £ OQutgoing Cash —#— Nat Cash

12312000

A0

B0

B2000 wWlizon

411

Major Cash Positions - Incoming

Counterparty 06/30v2001 08/31/2001 0832001 Q3 Change
The Chase Manhattan Bank 585 7 255 (331}
Duke Energy Trading and Marketing, L.L.C 66 118 180 124
Sempra Enargy Trading Comp 42 &7 168 126
Reliant Energy Services, Inc. 135 168 160 25
BP Corporabon North Amesca Inc 92 88 130 ®
The New Power Company 70 108 108 38
El Paso Merchart Energy, LP. (1) ] 100 100 100
Morgan Stankey Capital Group Ine 120 100 96 {24}
PSEG Energy Resources & Trade LLC 2 45 53 21
Goldman Sachs Capital Markets, L.P, 10 33 52 42
Calpine Energy Sefvces, LP. 0 56 50 50
Utilicorp United Inc 0 48 48 48
Other 245 233 287 22

Total incoming

Major Cash Positions - Outgoing

Counterparty

1308 1544 1878 200

——r ettt ————

06/3052001 OB/31/2001 OSV3OV2001 Q3 Change

Duke Energy Trading and Marketing, L L C.
J. Aron & Company

Williams Energy Marketng & Trading Cornpany
Morgan Stantey Captal Group Inc

Mahgcnia Lid

El Paso Merchant Energy, LP. (1}

Reliant Enargy Services, Inc

Phibro Inc

Hess Energy Trading Company LLC

Merrill Lynch Capital Services, Inc.

Cracit Sursse First Boston Intermational
Entergy-Kach Trading, LP

Bank of America, Nabional Association
Mirarit Americas Energy Marketing, | P
Aquiia Risk Management Corporation
Dtnex

Total Quigoing

Net Cash

(359) {5211 {330y Fal
{63) {161) {210 (147
118) (256) (186) (170}

(142) (119 (1361 8

{442} (145) (123) 319

4] (100) (100) (1004

1124 11389 192y 2

{54) (72} (78) (24)
[§H {43} {68} 67
(49} 145) {60} (1)
£]] an 459 150}
Q {201 [E1Y)] (501
4] 126} (48) (48]

{101) (200} ] 1ot

{112) (E4) i} 112

{184) 156} {122} 62

111548__2_ {2,120) {1,662) {14}

1256) 579) 1% 288

{1} Incoming and oulgoing collateral posted in the same amount, for @ net cash

pasition equal 1o raro

EC46940A0030633




Top 5 Country Net Credit Exposures «

In $MM's
Other Net Credit Exposures
Czech Republic 48
Swedsn 43
Switzerland 40
France 38
% of % of Netherlands 36
E-Rating Country June 30,2001 Total August 31,2001 Total Australia 36
USA 10,246 72% 10309  73% ﬁg‘:’:;a gg
1 United Kingdom 1,833 13% 1,874 13% Spain 26
1 Canada 1,356 10% 1,270 9% China 23
1 Germany 127 1% 98 1% Trinidad & Tobago 23
[ 6 JMexico N/A 54 ey 2t
rmuda
Top 5 Total 13,695 Croatia 19
Other Net Credit Exposures 524 Belgium 18
Total Net Credit Exposure 14,319 South Korea 17
Panama 16
Cayman Islands 12
Counterparties new to "Top 5" list Brazil 10
Non-investment Grade Credit Exposures Japan ) 10
Slovenia 9
Hong Kong 9
Liberia g
Colombia 8
Finland 7
Austria 6
Ireland 6
Philippines 5
Argentina 5
Other 49
TYotal 624
it Calculated based on country of incorporation. —_——
4-12
EC46343A0030834
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California Update

as of August 31, 2001

In $MM’s
Utility Exposure Enron PGE Net Exposure
Pacific Gas & Electric Company ("PG&E") 505 72 577
Southern California Edison Company ("Edison”) 156 40 196

Total Utility Exposure 713

4 The Edison "bailout” bill stalled in the California Senate and support is weak.

€ PG&E filed its Plan of Reorganization ("POR") on September 20", which would pay
accepted claims in full, plus interest.

¢ PG&E's unsecured creditors would be paid 60% cash and given 40% in restructured
debt.

¢ PGA&E’s POR faces numerous legal challenges from the State of California and if
successful, will take from 1.5 years to 3 years to achieve consummation.

4 Of $577MM in Enron exposure to PG&E (includes $72MM at PGE), $403MM is related to
negative CTC claims that PG&E Is disputing.

413 ECAS 45A0030835
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Bankruptcy Update

as of August 31, 2001
In $MM’s

L 4 As a result of Enron’s migration into the retail
; PGE . . -
S 872 sector and declining credit markets, current
"1 counterparty bankruptcy rates represent a significant
; increase from historical Enron experience.

4 Total bankruptcies from 1994 to 1999 were
EWS (non-£8s) fewer than twenty counterparties and $30MM.

$126

24 counterparties

Bankrupt Counterparty Exposures over $10MM

% of Total
Counterparty Name Business Unit Exposure Exposure
Pacific Gas & Electric Company EES, ENA, PGE 577 81%
360netwarks, inc. EBS 87 12%
Total Exposure Sub-Total Exposures over $10MM 664
$71 7(" Other Exposura 53 %
107 counterparties Total Exposure 717
{1} Amount represents exposure before any recovery.
FRY) Emﬂmmm
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Market Risk Update

EC46349A0039837
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Market Risk Update

Table of Contents

Risk Profile

Risk Profile by Market Concentration

Risk Profile by Business Unit

Backtesting of Enron Corp. Aggregate VaR
Utilization of VaR Limits

Market Risk Limit Violations

Scenario Analysis

Liquidity Risk Ratio Analysis

Brazilian Foreign Exchange Exposure Update

4-16
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Market Concentration;,

Risk Profile
Eight Months Ended August 31, 2001 and 2000

Tm,d""g PaL | wm—TD 8/31/01 PAL = $2.28
1§u$o ) YTD 8/31/00 PAL = $1.8 B
' 1,006 . .

Business Unit Comparison

Trading P&L
(SMM)

$2.28

[ YTD Trading P&

|

1,855

Americas Americas Europsan Products Financials Emerging
Americas Europe Globat Industrial
k R i Businesses Markets  Markets
~——— e Markets
Average VaR | wmmmmm YTD 8121101 Avg VaR = $78 MM 2;;;‘ age VaR [ YTD Average vaR = 579 MM)

(ML)

YTD 8/31/00 Avg VaR = $38 MM

]

(33

i a2 o'

(18)
(]

fé;

4 n

!
(%)

{40

(]

(60} (67)
Americas Americas Eurcpsan Products Financials Emerging {80} .
") Gas Fower Gas B Businessas Americas Europe Global Industriat
. Power Markets Markets
~ R oo -l S ;

Retum on VaR - Eight Months Ended August 31 Enron j Return on VaR - Eight Months Ended August 31 Enron
2001 128% 140% 141% 1% 158% 210% 1A% 2001 1% 168% 8% 2W01% 214%
200 210% 185% 192% T2% 157% 49% 2% 2000 1% 176% 129% 114% ’ 352%_&

{1} Commoditias aggregated per Conceniration Limit categories

£-17
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(31}

875 A

725 ~

475

225 -

{23) :

(SMM)
0 4

(18) -

(32) W

(48) 4

{64) J

1,003

Risk Profile by Market Concentration
Eight Months Ended August 31, 2001 and 2000

Amaericas European Gas Emerging
Power & Power Products Financials Businesses
i mwmmm YTD 8/31/01 PEL = $2.2B |
Trading P&L

YTD 3/31/00 PAL=$13B

528

247 269

NA Gas Americas  HA Pows
Gas

5 (2) 2.2 22 4

r Americas UK Fower European Conlinentsl  Mordic Caonl Giobal Credit  Flnanclals  5tesl Matats Weathar Emanging
Pc:“nr Gas Power Powar Products Trading Other Bugg‘mu
&r .3

mammm  YTD 8/31/01 Avg VaR = $79 MM|
YTD 8/31/00 Avg VaR = $38 MM

( Average VaR

RAsturn on VaR - Eight Months Ended August 21

2001
000

EXH064-00057

3% 115% 9% W% (75%) 175% {(14%} 8% 121% 244%  62% 135% 86%
(B8%) 18T% {22%) 151% 30% 53% 5% 1% 186% NA % 53% 105%

Total Enron RoVaR YTD B8/31/00 = 352% '

4-18
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Risk Profile by Business Unit
Eight Months Ended August 31, 2001 and 2000

(SMM) Americas Europe Global industrial
923 Markets Markets
875 -
785 o _
730 mmem  YTD 8/31/01 PAL=$2.2B
Trading P&L
650 - ) g _YTD 8/34/00 PAL = $1.8 B
527
425 A
247 269
200 -
(25' y NAGas NAPowsr Americas UK Power Ewopsan  Matals G Credit A Nordic Coal Global Waather Alobal Btael Pulp,
Other Gaa Power Trading  Japaness Power Markels Producis Paper &
{SMM) Powsr Other Lumber
0 A v—-lj-:vqjvw——w-—v-——-:p:np_ Y
(16) 4
(32) +
{48B) 1 s YTD 8/31/01 Avg VaR = $79 MM
Average VaR
[ g YTD 8/31/00 Avg VaR = $33 MM
(84) -

Return on YaR - Eight Monthe Ended Auguat 31
001 104% 187% 12% 115% 9% 8% 107% 5% 135% (75%) 166% 122% 135% % 244% 6%

200 20T% 190% 22T% 187% (22%} 43% 161% 1% 59% W% 3% 164% §3% ¥4 NA 4%

L Total Enron RoVaR YTD 8/31/01 = 214% Total Enron RoVaR YTD 8/31/00 = 352% ]
4-19
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EXH064-00059

Backtesting of Enron Corp. Aggregate VaR
12 Months Ended August 31, 2001

VaR —— VaRLimit === Expacted Tail Loss (ETL) +==' ETL Advisory leﬂJ

(SMM) { ——~ Curve Shift PIL

600 é
1214400 - $485 MM r‘l—/

200 A

mmmnmlt lhlhmm»ln‘lm |wim
Tk "WIW'

l_..mso MM)
(200 1
>VaR Limit (MM Conclusion:
(s 87) 09';0”00 ($215) 1213700 Kupiec Test sals dul table rangs of instancas
(300) - ($105) 1118/ {$154) Dasosiot whare curveshift profit and loss exceeds VaR. At 95%
($138) 12/07/00 ($139) 06/11/01 confidenca and for the 251 trading d 1vs shown, the
($630) 12/12/00 {§ B5) 07/25/01 acceplable range is between 6 and 21 times. Adtual

ocouimances are 17, indicating that the VeR model is

accepteble.
{400) 4 ,_L/

12112100 - {$551 MM}

§ sunaw ($520 MM
(600) i s rErEEEEsscEceEs s s <
e88538888¢88¢ §§gsgg§_§eggsssgsgg§sgg§§s
5582585 RERRG585585883588:R¢e8% 8
12 Month Corp, Limkt Eyplution:  06/01/00  1/07/00 1200700 122800 0213401  0BA4K1
(MM) $75 $100 $140 $100 §125 $150
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Utilization of VaR Limits
Quarterly Comparison

Percentage — J
of VaR Limit [ B Average VaR

100%
]

75% -

so%ﬁ--

25% 4 --

0% -

Q4 91 Q2 Q3 4 Q192 Q3 G4 2192 Q3 Q4 Q2 Q3 Q4 91 G2 Q3 o4 91,92 Q3 Gt Q1 Q2. Q3
2000 2001 2000 2001 2000 2001 2000 2001 2000 2001 2000 2001 2000 2001
Americas Amaericas European Products Financials Emerging TOTAL ENRON
Gas Power Gas & Power Businesses TRADING

Note 1: Q3 2001 representsd by July 1 - August 31,
Note 2: Udlization calculations were based on Commodity Group Limits, not Concentration Limits. Concentration Limits were not established unti 8/14/01.
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#

Market Risk Limit Violations
July 1 to September 26, 2001

8] No Violations of Board Approved Portfolio Limits
Q No Viotations of Board Approved Concentration Limits
Q No Violations of Business Unit Limits
u Commodity Group Limits are established conservatively to act not as traditional "limits", but as triggers for
management decision making, thereby ensuring compliance with Concentration Limits. Commodity Group Limits
may be adjusted frequently in response to business needs and market dynamics.
Commodity Group Limit Violations
[mvar wMaturity/Gap mNetOpen Position |
850 i
40
30 -
Number of
Violations ;

20

107

sdibi

[N

EOL Crud- North Global Roguluud UK Puw-r Metals Europaan Suol Lumber
American Products Portfolio Gas
Gas (PGE)
) Viplalions were the resull of booking errors.
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Scenario Analysis
as of September 2001

Potential Losses
What if... {(SMM) (100} (200} {300) (400)

War in the Middie East Breaks Out

+  Most militant Middle Eastern countrias declare an oil - ($82)"
embargo; crude prices rise to $42 for the next four months

» A majority of the Middie Eastern countries declare an oil

embargo; price of crude spikes to $75 for the next four — ($274)

months
» Terrorists destroy a gas pipeline in the Gulf; gas prices

increase an average of $1 per month for the next 12 — ($200)*

months

Recession

* Recession and war fears cause a credit crunch, reduction — "
in volumes and foregone profits ($250}
<« In addition to above, Enron realizes losses from an i

increase in bankruptcies Z1 ($160)**

Prolonged and Unexpected Winter Freeze in the U.S.
($160) (570)

* Gas and power prices rise due to an increased demand as .
a result of colder weather _ ($230)

_ Crude
Worst instant \ - Natural Gas
* rst case, assumes instantaneous impact on current positions.
) ) ) L Loss in Potential Profits

** Losses incurred or income foregone over a 3 month period. N
Femtoe Credit Losses
_ Power

423 EC46949A0030845
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Liquidity Risk Ratio Analysis
Ten Day Forward Time Horizon
Future Available Cash + Borrowing Capacity

Liquidity Ratio =
Trading Portfolio’s Potential Future Cash Requirements

Liquidity Ratio — P99 Potential Margin Exposure

18.0

13.8

P89 Advisory Limit = 1.5

12.0
10.8

- m e m = om,

i, L 1 L L i 1 j I

©ba o
(-2 T - T -

Liquidity Ratio

oB8/13/01

oB/20/01

oB/27/01

AR/03/01

o9/10/01

os/17/0

O8/24/01 J

Liquidity Ratio — P50(") Potential Margin Exposure

______

48.0
42.0
39.0
a8.0
33.0
30.0
27 .0
4.0
21.0
18.0
18.0
12.0

.0

-.O0

- —

I 0 T N T T N O T T O
’
L]

P50 Advisory Limit = 3.0
Liquidity Ratio

o8/13/01 OH/Z20/Q1 oB/27i/i01 o/03/01 o8/MM10/01

_ flincludes Net Accounts Recelvable and Dabi and Equity Shelf Regisirations.

ow/AT/ON

oR/24/01

J
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Brazilian Foreign Exchange Exposure Update

Brazilian Reais (“BRL"”) Cumulative Translation Adjustment (CTA)
Current and Forecasted Balances

B Historical CTA Balance
@ Forecasted CTA Balance
== BRL Historical Rate
1,600 - = = BR). Forward Rate 8 1,547 _ 450

1,400

1,200 +

(SMM)

1,000 1

(sns/1yg)

800 +

600

400 -

200 /
Mar01 Jun-01 Sep-01 Dec-01 Dec-02 Dec-03 Dec-04 /
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Post Transaction Reviews
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Procedure: Post Transaction Reviews

¢ Post transaction reviews for transactions over $200 Million will be performed at a \
minimum of 18- and 36-month intervals after closing. Additional transaction
reviews will occur as directed by the Chief Risk Officer or in response to Board
questions.

¢ “Merchant” investments will continue to be monitored by RAC and quarterly
portfolio performance reported to the Finance Committee at regularly scheduled
meaetings.

+ Compliance related issues resulting from transaction reviews will be evaluated and
discussed with the Audit and Compliance Committee. All other issues resulting
from transaction reviews will be discussed with the Finance Commiittee.

¢ Major strategic implications resulting from transaction reviews will be presented to

the full Board. /
.y _
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Summary of Policy Changes

We recommend Board approval of the following amendments to the Risk Management Policy:

MARKET RISK
¢ Instead of requiring the Chief Executive Officer to approve daily changes to Business Unit Limits, ¢

Commodity Group Limits and allocations of Discretionary VaR, the Chief Risk Officer or his /
designee is authorized to approve in consultation with the Risk Management Committee i

§

— Portfolio and Concentration Limits still to be approved by the Board {no change) :

+ Business Unit and Commodity Group loss notifications and limit violations to also be sent to the g
President, instead of only to the Risk Management Committee :

+ Recommended changes to Policy Limits: i
Note: Enron Corp. Aggregate VaR Limit - - - NO CHANGE REQUESTED - - - $150 MM g
Recommended Existing i

Concentration Limit  Concentration Limit §

European Natural Gas & Electricity g
VaR Limit $45 MM $35 MM 3

i

TRANSACTION APPROVAL PROCESS

¢ Rather than signing all deals, Enron Global Finance is only required to sign deals with funded
capital greater than or equal to $2.5 MM 5

¢ Deputy Treasurers are authorized to sign deals that do not require approval of ENE-OOC or ENE- E
Board of Directors on behalf of Enron Global Finance

¢ Minor change in approval authority to reflect consolidation of Enron Transportation Services and
Enron Global Assets & Services into Enron Global Services

4+ Revised approval amounts and maturities used in E-DASH process

P o . " e e e e N g o . "

» e i iy«

5A-2



%

Enron Corp.
Risk Management Policy

Proprietary and Confjdential

August 14, 2001

Amended Ociober 9, 2001

Euﬁ%ﬁmﬂmm

EXH064-00075



Enron Corp.
Risk Management Policy
Proprietary and Confidential

Executive Summary
of the
Enron Corp. Risk Management Policy

This summary highlights seiected information described more fully elsewhere in this Enron Corp. Risk
Managerment Policy (the “Pohcy’? This summary does not contain all the information necessary to fully
understand and comply with the risk management framework described herein. Employees should read the
entire Policy, including the Append:ces to ensure they are in compliance.

Enron Corp. and its subsidiaries (the “Company”) are exposed to market, credit, operational and liquidity/funding
risks in the normal course of ifs business activities. This Policy establishes a framework under which the
Company's exposure to risks shall be evaluated, managed and controlled, and pursuant to which capitai will be
aillocated and preserved. The Policy focuses on four major types of risk: (@) market risk; (b) credit risk; (c)
operational risk and {d) liquidity/funding risk.

As described in Section § of this Policy, these risks shall be managed on a portfolio basis for standard
transactions via various market risk limit structures and credit approval processes, and for non-standard
transactions via the Transaction Approval Process described in Appendix D and the Guarantee Approval
Process described in Appendix E. This Policy provides an overview of various risk measurement tools and
limits to be applied to these risks, and the roles and responsibilities for the key participants of the risk
management framework.

Market Risk

No single risk statistic reflects all aspects of the risk that value will be lost due 10 a change in some market
variable. Therefore, different risk metrics shall be used individually or in combination to provide a
comprehensive view of market risk exposure. The Company manages its trading activities by segregating
different types of risks in each position, and aggregating risks along Commodity Group lines across each
Portfolio. The methodelogy and parameters employed in the application of specific risk metrics are described in
this Policy, and may be updated by Risk Assessment & Control (*“RAC"} periodically to ensure best practices are
employed in the Company’s risk management processes. The Company's market risks are reported to the
Board of Directors of Enron Corp. (the “Board™ at all regularly scheduled meetings. Specific Loss Notification
and Limit Violation reporting requirements are described in Section 4.1.2.3 of this Policy and summarized in the
table below.

Credit Risk

Credit risk is a function of: (a) the value of the position exposed to default; (b) the proportion of this value that
could be recovered in the event of a default and (c) the probability of default or shift in credit quality of a
counterparty. RAC manages the limit structure for credit risk and reviews all credit exposures throughout the
Company. The Company's credit risks are reported to the Board at all reguiarly scheduled meetings.

! Defined terms appear in this Policy with the initial letter of the term capitalized. Each defined term is listed alphabeticaily
and defined in the Glossary of this Policy (see Section 8),
Excludmg actual market risk fimit amounts due to confidentiality.

- EC46949A0030859
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Operational Risk

Operational risk is defined as the risk of direct or indirect loss from inadequate or failed internal processes,
people and systems, or from external events. An operational risk event may increase the Company’s exposure
to market, credit, liquidity, reputation, regulatory and legal risk. The Company's primary objective for monitoring
its exposure to operational risk is to {a) identify the derivation of operational risk exposures and (b) to improve
the Company's systems and processes o mitigate such risk. The Company shall develop systems and
processes that enable it to better evaluate its operationai risk.

Liquidity / Funding Risk

Liquidity/funding risk focuses on whether the Company is able o raise enough capital to meet its cash and
collateral requirements. Margin activity under the Company’s Trading Portfolio has a significant impact on the
Company’s funding requirements, and is often determined by changes in commodity prices. Consequently, the
Trading Portiolio's Potential Future Cash Requirements based on a Monte Cario Simulation of margin exposure
is compared to the Future Available Cash and Borrowing Capacity across the Company to caiculate the Liquidity
Ratio. The Liquidity Ratio is the primary metric of the Company's liquidity/funding risk. A Liquidity Ratio
Advisory Limit shall be implemented to act as a trigger for senior management'’s review and action.

Portfolios and Limit Structure

Risks shall be managed across the Company in the following Portfolios, with market risk limits established by
either: (a} the Board of Directors of Enron Corp. (the “Board™) or (b) the Ghief-Executive-CificerChief Risk Officer
of Enron Corp. (the “CEOChief Risk Officer”)_in consuitation with the Risk Management Committee (the "RMC"),
as noted below:

Portfolio Portfolio Limit Concentration Limit Enron Business Unit ijit3 gfon;r:tﬁ::l);
Board GEQChief Risk Officer
Americas Natural Gas « Epron Americas
Americas Electricity «  Epron Europe
+ European Natural Gasand | = Enron Global Markets hief Ri
Trading Board Electricity s  Enron Industrial Markets GEQW
* Products « Enron Broadband -
» Financials « Portland General Electric
» Emerging Businesses +  Enron Transporation
Services
Mearchant NIA NIA N/A NIA
. Board
Capital NIA »  Enron Stock transactions NiA NIA
GEOChiel Risk Officer
Requlated Board * Portland General Electric | S&6Chief Risk
9 NIA « Enron Transportation Officer
Services
Other Assets
& Contracts N{A N/A N/A N/A

* Enron Business Units and-correspendinglimits can be changed at any time by the CEQO.
- i -
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Market Risk and Liquidity Risk Limit Violations and Loss Notifications

Limit Violations and Loss Natifications are reported within one day after the occurrence of any of the following:

» VaR Limit Viclations — if the actual VaR is in excess of the respective VaR Limit

» Expected Tail Loss Notification - if the actual Trading Portfolio Expected Tail Loss is greater than that
implied by the Trading Portfoiio VaR Limit

» Liguidity Ratio Adviscry — if the Liquidity Ratio is less than 3.0 at 50% confidence level, or less than 1.5
at 99% confidence level

» Daily Loss Notifications ~ if the Daily Loss is in excess of the respective VaR {imit

» Cumuiative 5-Day Loss Notifications ~ if the net sum total of five-days of profit or losses is in excess of
225% of the respective VaR Limit

» Position Limit Violations — if the actual position is in excess of the respective position limit

The following table summarizes the authority to be notified upon the accurrence of each type of Limit Violation,
Loss Natification or Liquidity Ratio Advisory as either: (a) the Board, (b) the CEO, or {¢) the Risk-Management
Gommittes-"-RMC}. All Portfolio and Concentration Limit Viclations and all Portfolio Daily Loss Notifications are
also reported to the Board at regularly scheduied meetings.

b e . Net Open qr
Limit Type VR e | Ry | peiyioss | Qe | el
osition
Portfolic Board CEO CEO Board Board N/A o
Concentration CEO N/A N/A CEQ CEQ N/A -
Business Unit RMCPresident MIA NJA RMGCPresident | RMGPresident N/IA ]
Commodity Group | RMGPresident Eﬂi":{'}aﬁt N/A RMGPresident | RMCPresident | RMCPresident

Roles and Responsibilities

Individuals or groups that play 2 key role in the Company's enterprise-wide risk management framework, as
described in this Policy, are listed below. Their primary responsibilities are described in Section 6 of this Policy.

Board of Directors of Enron Corp.

Audit & Compliance Committee of the Board of Directors
Finance Committee of the Board of Directors

Chief Executive Officer of Enron Corp.

Chief Risk Officer of Enron Corp.

Risk Management Committee

Enron Business Units

Global Risk Management Operations (or other middie-office function)
Accounting

Legal

Risk Assessment & Control

Treasury/Global Finance

Internat Audit

i EC46949A0030861
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1 Introduction

Enron Corp. and its subsidiaries (the “Company”)' are exposed to market, credit, operational and
liquidity/funding risks in the normal course of its business activities. These business activities include, but
are not limited to, wholesale services, retail energy services, and transportation and distribution services. It
is the Company’'s philosophy to actively manage its business activities and the resulting risk exposures in a
manner that is consistent with the Company's risk appetite. This comprehensive, enterprise-wide risk
management policy (the “Policy”) establishes a framework under which the Company's exposure {o risks
shall be evaluated, managed and controiled, and pursuant to which capital will be allocated and preserved.
Employees are expected to act in a manner consistent with the Company’s risk philosophy and to uphoid this
Policy in its entirety.

1.1 Objective

The objective of this Policy is to ensure that the Company’s capital is allocated efficiently and that
appropriate action is taken to preserve the Company's capital in accordance with its appetite for risk.
Effective risk management enables the Company to maximize shareholder value by reducing volatility in the
Company's earnings and minimizing the likelihood that the Company’s net income and cash flows could
decline to the point of financial distress.

1.2 Risk-Based Capital Allocation

The Company's capital shall be allocated with a comprehensive view toward risk and the positions taken by
management across the Company. The Company's Risk Capital represents the capital required to cushion
against potential losses arising from adverse changes in the value of assets or eamings capacity due to
market factors, credit events and operational risks. The amount required to pravide for unexpected losses
under worst-case or extreme market conditions considering quantitative and qualitative factors described in
this Policy must be considered in the allocation of the Company's Risk Capital.
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Each transaction shall be evaluated according to this Policy, both on a stand-alone basis and on the basis of
its incremental impact on the various Portfolios of the Company (see Section 2). This process ensures that
the Company's allocation of Risk Capital is consistent with the Company's approved risk appetite.

1.3 Preservation of Capital

The Company shall preserve its capital by defining, measuring and controlling risk according to the
provisions of this Policy. Specificaily, the Company shall: (a) allocate capital according to market, credit,
operational and liquidity/funding risks; and {b) limit the concentration of risks in any given commaodity,
counterparty, time period and geographic region.

' Defined terms appear in this Palicy with the initial letter of the term capilalized. Each defined term is listed
alphabetically and defined in the Glossary of this Policy (see Section 8).
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2 Portfolios

During the normal course of business, the various Ernron Business Units may enter into transactions, which
create positions for the Company ranging from asset purchases to derivative transactions. The Company
will manage the risk inherent in these positions on a portfolio basis across the Company. The various
Portfolios are described below, The Risk Management Committee must approve any changes to the
composition of these Portfolios.

2.1 Trading Portfolio

The Company's Trading Portfolio is designed to manage the Company's exposures related to commodity
transactions, including: (a) the purchase, sale, storage and physical delivery of natural gas, electricity and
other commodities included in Appendix A; (b) the provision of risk management services; and (c) the
optimization of market arbitrage opportunities. These exposures shail be managed within approved limits.
The Trading Portfolio's exposures are accounted for using the mark-to-market accounting method.

2.2 Merchant Portfolio

The Company's Merchant Portfolio is designed to manage exposures related to merchant investments in
public and private companies. This portfolio includes equity, “equity-like,” debt and “debt-like” instruments in
the public and private sectors.

2.3 Capital Portfolio

The Company's Capital Portfolio is designed to manage exposures inherent in positions and transactions
involving the Company's own stock, its issued debt, and its other funding transactions or derivatives thereof.

5A-11

2.4 Transportation and Distribution Regulated Portfoiio (“Regulated Portfolio”)

The Company's Transportation and Distribution Regulated Portfolic (“Regulated Portfolio”) is designed to
manage exposures related to the business activities of the Company’s subsidiaries and affiliates involved in
transportation and distribution activities (e.g., natural gas pipetines and utilities).

Activities in the Regulated Portfolioc may have specific accounting, legal and regulatory requirements that
suggest separate application of risk management practices. Although separate application may be required,
this Policy shall apply equally to these regulated activities, unless the Chief Risk Officer of Enron Corp.
("Chief Risk Officer”) approves an alternate application. For exampie, functions that are generally performed
by Global Risk Management Operations (“GRMO") as described in Section 6.6 may be performed by
separate middie-office functions. For purposes of this Policy, any reference to GRMQ shall incorporate and
apply to any equivalent middie-office functions.

2.5 Other Assets and Contracts Portfolio

The Company's Other Assets and Contracts Portfolio is designed to manage exposures embedded in the
Company's assets (investments, contractual arrangements, etc.) that are either accounted for on an accruai
basis or are not otherwise captured in the other Portfolios described above.

This portfolio includes: (a) selected operating assets throughout the Company's network of domestic and
international assets; (b) contracts that provide access to third-party assets and market-making activities; (c}
off-balance sheet and contingent positions; and {d) transactions that are entered into for hedging purposes
under SFAS 133.
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3 Risk-Based Capital Allocation

All decisions regarding the allacation of capital shall be based on a thorough anailysis of market, credit,
operational and liquidity/funding risks. These risks will be monitored and actively managed on a continuing
basis under the guidelines established in this Policy. The Company may be exposed to other risks that are
not specifically covered by this Policy. However, the Company manages those risks accordingly.

The Company's market risk limit structure is designed to align the Company’s risk appetite with its business
objectives. Approved market risk limits take into account potential or expected returns and the amount of
capital required to provide for potential losses.

Specific processes to be utilized in the allocation of capital include: (a) the credit risk approval process
described in Section 4.2 and Appendix B and Appendix C, (b) the Transaction Approval Process described in
Section 5 and Appendix D, and (c) the Guarantee Approval Process described in Section 5 and Appendix E.
These processes include the consideration of operational risk and liquidity/funding risk.

3.1 Risk Measurement for Market Risks

Market risk arises from the possibility that value will be lost due to a change in some market variable. Each
Enron Business Unit and its middle office function, Global Risk Management Cperations (“GRMO™, shall
procsss and provide information to calculate the required risk metrics used to measure market risk. The
resuits of these calculations shall be made available at the appropriate level, and provided to the head of the
appropriate Enron Business Unit, Risk Assessment and Control ("RAC") and others as required by the Risk
Management Committee.  Although limits may not be specified for each metric, the results of these risk
metrics shall be considered in the Company's overall assessment of risk and in the capital allocation
pProcess.

No single risk statistic reflects all aspects of market risk. Therefore, different risk metrics shail be used
individually or in combination to provide a comprehensive view of market risk exposure. The methodology
and parameters employed in the application of the risk metrics described below shall be established by RAC
to ensure that best practices are employed in the Company’s risk management processes. Any change in
the application of these risk metrics must be approved by RAC. From time to time, RAC may also require
other risk metrics not specifically addressed in this Policy to be used by Enron Business Units and GRMO to
ensure that the Company's market risk is properly measured.

5A-12

Market Risk Limits shail be established in accordance with Section 4.1.1 of this Policy, while monitoring and
reporting requirements are described in Section 4.1.2 of this Policy.

3.1.1 Value-at-Risk

Value-at-Risk ("vaR") is a key indicater of potential exposure from adverse market moves in a normal market
environment. The Company’s approved standard VaR methodology uses a 95% confidence interval and
assumes a one-day close-out horizon. Positions are characterized as Deilta and Gamma, and outcomes are
simulated one thousand times using Monte Carlo Simulation, with returns assumed to conform to a normal
distribution.

Each Enron Business Unit is required to use the approved standard method described above, together with
the Company's established calculation engine, to calculate VaR for each Commodity Group. Commodity
Groups are a collection of individual commodities and positions having sufficient relationship and correlation
to allow for their aggregation into a meaningful Benchmark Position. Statistical diagnostic review techniques,
such as Back Testing, shall be performed as deemed necessary by RAC for any or all Commodity Groups to
test VaR model efficacy. Developing markets or specific businesses may exhibit attributes that require an
alternative method to calculate VaR. The Chief Risk Officer must approve the use of an alternate
methodology.

VaR shall be applied as appropriate and calculated daily for positions within the Trading, Merchant,
Regulated, and Capital Portfolios. VaR may also be determined to be an appropriate measurement tool for
selected contractual positions included in the Cther Assets and Contracts Portfolio, and shall be calculated
as required by RAC,
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3.1.2 Extreme Value Theory

Extreme Value Theory ("EVT") examines the characterislics of extreme events, whose impact on a portfolio
cannot be determined using the standard VaR metric. Extrerne event risk is present in all areas of risk
management, and its quantification is an important complement to standard statistical measures of risk such
as VaR, which assume normal market conditions. Extreme value measurements shall be used to assist in
sizing and calibrating limits such as those expressed as VaR, and to serve as a reference for management
decision-making.

The Company's approved EVT methodology uses historical profits and losses and current positions to
construct a probability distribution that represents both the level of risk at which the new distribution applies
based upon current positions (referred to as Extreme Value at Risk or “EVaR"), and the expected loss
beyond EVaR given extreme conditions (referred to as the Expected Tail Loss or "ETL"). EVaR and ETL
shall be applied to the Trading Portfolic and to certain Commodity Groups as appropriate and monitored
daily.

3.1.3 Stress Testing and Scenario Analysis

Stress testing provides an indication of potential exposure from sudden and extraordinary changes in market
conditions, including those that would not necessarily be reflected in VaR measurements. Scenario analysis
is based on historical and hypothetical economic events and systemic crises.

Stress testing and scenario analysis shall be used to capture price, basis, liquidity, volumetric and other risks
associated with current or potential Portfolic positions. Portfolios containing options require specific
attention, particularly due to their non-linear behavior. Traditional risk metrics such as VaR do not fully
capture oplion risk or market risk resulting from extreme market movements. Stress testing and scenario
analysis should include sensitivity analysis of option position attributes (Delta, Gamma, Vega, Theta, Rho
and Eta) versus price, volatility and time changes, and resulting theoretical profit/|oss.
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Stress testing and scenario analysis shall be performed as required by the Chief Risk Officer. Where
appropriate, RAC shall provide guidance on specific stress tests to be performed. The results may be
determined by historic simulation, shifts of price or basis curves, shifts in VaR calculation parameters, or
shifts based on specified economic scenarios. Each Enron Business Unit and GRMO shalf perform stress
testing at the level necessary to provide meaningful risk identification, drawing upon the insights of traders
and risk managers. Scenario analysis shall be performed by RAC with information provided by the Enron
Business Units and GRMO.

3.1.4 Net Open Position and Maturity/Gap Position

As indicators of volumetric exposure, non-statistical risk metrics such as position measurements provide
additional information on an exposure’s size and direction. Accordingly, these metrics facilitate the controt
and management of exposures that other risk metrics may not adequately represent.

Net Open Position and Maturity/Gap Position measurements shall be applied as appropriate and manitored
daily for certain Commedity Groups. Metrics such as gross long position and gross short position shall alsg
be calculated periodically to facilitate the evaluation of market segment liquidity risk. These risk metrics shall
be calculated using a Benchmark Position calculation methodology approved by RAC,

3.1.5 Earnings-at-Risk

The Company's VaR methodology may be difficult to apply to positions not accounted for on a mark-to-
market basis (i.e., positions that are accounted for on an accrual or other basis) or to positions that are
illiquid. Earnings-at-Risk is a primary risk measurement tool for such positions, as it represents the extent to
which garnings may vary over a specified time period. The appticable time period is customarily defined as
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the life of the asset or contract. The net economic Earnings-at-Risk shall be calculated for such positions as
required by the Risk Management Committee. The underlying calculation will adopt the same method as the
standard VaR metric, with the exception that an appropriate liquidation horizon, usuaily significantly greater
than one day, shall be chosen as appropriate for the specific position.

Earnings-at-Risk measures do not form part of the established limit structure, although they shall be
considered in an overall assessment of the Company's risk profile, risk appetite and required returns on risk.

3.1.6 Hedging or Transfer of Market Risks

For purposes of this Policy, hedging shall mean activities that reduce, transfer or convert one type of risk or
position to another deemed more tolerable. This definition differs from an accounting definition and does not
suggest that the hedge position would necessarily qualify for hedge accounting under Statement of Financial
Accounting Standards No. 133,

If an Enron Business Unit incurs an exposure within a Portfolio other than the Trading Portfolic and wishes to
hedge such exposure, it must do so by executing a transaction with the appropriate Authorized Trader in the
Trading Portfolio. RAC shall be notified of any significant transactions for which the hedging transaction and
the underlying position are reported in different Portfolios. All hedge positions should have an observable
correlation with the underlying exposure, and should be rebalanced regularly to substantially neutralize the
underlying exposure.

The Company manages its trading activities by segregating different types of risks in each position, and
aggregating risks along Commaodity Group lines across each Portfolio. If in the ordinary course of its
business, an Enron Business Unit or trading desk incurs an exposure in the Trading Portfalio to an
underlying commodity or financial instrument for which it does not have explicit trading authority, it must
either: {a) hedge that exposure with the Autharized Trader who does have that specific authority, or {b)
request approval from the Risk Management Committee to carmy the position and manage the exposure.
The Risk Management Committee together with the CEQ may authorize this activity by approving a
Commodity Group to be traded in that Enron Business Unit under a corresponding Commodity Group Limit.
Such authorization may be restricted in some manner, with any such restrictions documented in a memo for
the files that describes the nature of the position, the authorized size of the position (i.e., Net Open Position
and/or Maturity/Gap Paosition limit) and the VaR limit for the position.
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3.1.7 Foreign Currency and Interest Rate Exposure

The Company is exposed to foreign currency exposure and interest rate exposure in each of its Portfolios.
The foreign currency desk shall manage the currency exposure of the Trading Portfolio, and the interest rate
desk shall manage the interest rate exposure of the Trading Portfclio, with the exception of such positions in
the Company's pipeline and domestic utility business units. Significant unhedged interest rate and foreign
currency exposure elsewhere in the Company, whether mark-to-market exposure or overall economic
exposure, shall be reviewed by the Risk Management Committee individually, and in the aggregate with the
Trading Portfolio, to determine the appropriate risk management strategy for the Company's interest rate and
foreign currency exposures.

The following provisions of this Policy refer to currency and interest rate risks embedded in the Portfolios or
in the individual or consolidated financiai statements of the Company. The sources of these risks with regard
to foreign currency can be characterized broadly as including:

i. Currency risk remaining in the positions and sub-portfolios that comprise the Trading Portfolio and
that are denominated in currencies other than US dollars;

il. Currency risk in investments in overseas assets or projects, where the carrying value of the
mnvestment is denominated in currencies other than US dollars;

ii. Currency risk in respect of earnings, after local expenses, in currencies other than US dollars,
where no amount has been remitted., in US dollars, to the Company; and

iv. Currency risk in cash balances held in currencies other than US dollars.

EC46949A0030869
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The sources of these risks with regard to interest rate risk can be broadly characterized as including;

i. Interest rate risk remaining in the net assets and liabilities, including settled cash, of the positions
and sub-portfolios comprising the Trading Portfolios

i. Interest rate risk arising from cash-flow mismatches in the re-pricing profiles of funding
transactions

iii. Interest rate risk arising from funding requirements of contracts or obligations not accounted for on
a mark-to-market basis

3.1.8 Market Parameters

All risk metrics and processes outlined in this Policy are derived from a combination of market parameters,
such as prices, volatilities and correlations. If such parameters are outdated, or do not in some other way
accurately reflect market conditions, risk and performance data derived from such market parameters will be
distorted and the Company's ability to manage risk will be impeded. Consequently, upon request, each
Enron Business Unit and GRMO shall provide RAC with evidence of all market parameters (e.g., curve
validation) used by them in the calculation of Risk Mefrics and in the measurement of profits and losses,
including, but not limited to the following: {a} price and volatility curves, (b) correlation and risk factors, and
{c} benchmark conversion factors. This evidence shall be verified by RAC at its discretion.

3.1.9 Model Maintenance and Review

Each Enron Business Unit shall follow the Company's modeling guidelines in the preparation and
maintenance of any valuation models. Evidence of verification of ail significant model assumptions and
inputs used for pricing and measuring risk in structured transactions shall be provided to RAC upon request.
RAC shall also oversee the Company’s model review process, ensuring the appropriateness of the derivative
pricing models and their underlying assumptions, and any other non-standard risk measurement models or
calculations. This formalized model review process shall be developed during a transition period and
implemented as directed by the Risk Management Committee.

3.2 Risk Measurement for Credit Risk

Credit risk is a function of: (a) the value of the position exposed to defauit, {b) the proportion of this value that
could be recovered in the event of a default, and (c) the probability of default or shifts in credit quality. Limits
and reperting procedures for credit risk are described in Section 4.2 of this Policy.

3.2.1 Mark-to-Market Credit Exposure

Mark-to-market exposure is the current replacement value of a contract that could be lost if a counterparty
defaults today. The potential for a credit loss arises when a counterparty defaults on a contract that is in the
money to the Company or is an asset of the Company at the time of default.

3.2.2 Counterparty VYaR Exposure

Counterparty VaR exposure is the potential difference in the value of a current counterparty contract if
fluctuations occur in such parameters as market prices, interest rates or exchange raies.

3.2.3 Physical Delivery Credit Exposure

Physical delivery exposure is the value of the physical product delivered to a counterparty pricr to receiving
payment for such product, whether or not the counterparty has been invoiced,
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3.2.4 Settlement Credit Exposure

Settlement exposure is the risk that payment will not be made by a counterparty as of the contractual due
date.

3.3 Risk Measurement for Operational Risks

Operational risk is defined as the risk of direct or indirect loss from inadequate or failed internal processes,
people and systems, or from external events. Operational risk overlaps with many other risk classes. An
operational risk event might alsc increase the Company’'s exposure 1o market, credit, liquidity, reputation,
regulatory and legal risk.

For purposes of this Policy, the definition of operational risk does not include strategic risk, asset operations
risk or environmental risk. Strategic risk, asset operations risk and environmental risk shall be: (a) assessed
for new positions as required under the Transaction Approval Process in Appendix D and (b) monitored and
maneaged for existing positions by the Enron Business Unit responsible for the position,

The Risk Management Committee shall designate individuals in GRMO and each Enron Business Unit to
work with RAC to develop systems and processes that enable the Company to better evaluate its operational
risk. Operational risk will be evaluated based on various qualitative assessments and limited quantitative
analysis until parameters and metrics necessary for quantitative measurement can be defined and
impiemented. The Company's primary objective for monitoring its exposure to operational risk is to (a)
ldentify the derivation of operational risk exposures and (b) improve the Company's systems and processes
to mitigate such risk. Guidelines and reporting procedures for operational risk are described in Section 4.3 of
this Policy.
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3.4 Risk Measurement for Liquidity/Funding Risk

Liquidity/funding risk focuses on whether the Company is able to raise enough capital (whether through debt,
equity, or counterparty collateral) to meet its cash requirements, and is a function of funding liquidity and
position liquidity. Margin deposits received and margin deposits required under the Company’s Trading
Portfolio have a significant impact on the Company’s funding requirements, and are often determined by
changes in commodity prices. Position liquidity refers to the extent to which a position can be liquidated
quickly, and in large volume, without substantially affecting the position’s price. Key determinants of the
liquidity of a position and the cost of liquidation inciude: (a) the ievel of third-party interest and market activity
in the asset, (b} the time period available to convert the asset to cash, (c) the size (value or volumes) of the
assel, and (d) perception of the Company in the marketplace. Active management of funding requirements
and capital availabilty should minimize funding shorfalls. See Section 4.4 for the limit structure and
reporting guidelines.

The Liquidity Exposure Ratio (“Liquidity Ratio”) is the primary metric of the Company’s liquidity/funding risk to
be implemented under a transition period determined by the Risk Management Committee. The Liquidity
Ratio shall be calculated daily over a specified time period by dividing (a) the sum of the Company’s Future
Available Cash and Borrowing Capacity, by (b) the Company's Potential Future Cash Requirements. Future
Available Cash shall represent the Company's cumrent cash-flow forecast as determined by the
Treasury/Global Finance department, considering operating and investing activities. Borrowing Capacity
shall also be determined by the Treasury/Global Finance department, calculated as the sum of: (a)
commercial paper; (b) uncommitted bank fines and loan sales lines; (c) letter of credit facilities; (d) net
accounts receivable_and accounts payable; {e) net price rigk management assels; (f} inventory: (eg) sheif
registrations for public debt issues; and (fh) shelf registrations for public equity issues. Potential Future Cash
Requirements shall be calculated by the Trading Portfolio’s risk systems and shall represent a simulation of
margin exposure and collateral requirements for the Trading Portfolio.

Liquidity stress testing shall be performed periodically, as required by the Chief Risk Officer, to quantify the
liquidity/funding risks associated with specific positions. Such stress testing may include specific asset
liquidity stress tests to quantify the risks associated with illiguid positions. Results of liquidity stress testing
will be made available to the CEO and to other parties at the discretion of the Chief Risk Officer.

EC46949A0030871
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3.5 Returns on Risk Capital

A fundamental premise of this Policy is that no major risk shall be assumed without due consideration for the
expected return on that risk, both on an individual transaction basis and in terms of that transaction’s impact
on the aggregate risk profile of the Company. Risk and associated returns shall be assessed consistently in
order to facilitate meaningful compariscns between businesses, asset classes and risk types.

Each Enron Business Unit, as a user of Risk Capital, must periodically report to the Chief Risk Officer how its
capital has been used and what returns were realized on such capital. These resulls may be inciuded in the
reports made by the Chief Risk Officer to the Finance Committee at their regulariy scheduled meetings. The
following measurement methodologies and metrics are approved for use in determining retums on Risk
Capital.

3.5.1 Return on Value-at-Risk (“RoVaR")

Return on Value-at-Risk (“RoVaR") is defined as aggregate profit and loss, divided by the average daily VaR
for the same period. GRMO shall calculate RoVaR at least quarterly for each Commodity Group that the
Enron Business Unit is authorized to trade and for all the Commodity Groups traded by the Enron Business
Units in aggregate. These calculations shall be made in accordance with RAC guidelines, and the resuits of
these calculations shall be provided to the Chief Risk Officer or his designee.

3.5.2 Credit Pricing and Return on Credit Risk

To enable the Company to accurately charge for and allocate a portion of the Risk Capital associated with
credit risk, credit reserves shall be established to reflect potential credit losses in the event of counterparty
default. These credit reserves shall be funded on a deai-specific basis at the discretion of the vice-president
in charge of the credit risk management function in RAC by applying a probabilistic mode! that simulates
defaults based on counterparty ratings and calculating expected losses over the term to maturity for
transactions. Credit reserves will be assessed across the Portfolios and tested for adequacy on a monthly
basis.

Return on credit risk represents the extent to which returns from a given class of credit risk exceed the
market price for that credit risk. Commodity transactions should be priced to account for the customers’
credit rating, thereby adequately compensating the Company for assuming this credit risk.

3.5.3 Return on Capital-at-Risk (“RoCaR")

Return on Capitai-at-Risk ("RoCaR") represents the aggregate of expected returns against aggregate Risk
Capital. This metric shall be applied as appropriate to facilitate the comparison of different types of
transactions across the company using a common framework. RoCaR shall be considered in the
Transaction Approval Process for non-standard transactions that is discussed in Section 5 of this Policy.
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4 Preservation of Capital

The Company shall preserve and safeguard capital from the impacts of market, credit, operational and
liquidity/funding risks in accordance with its risk appetite. To preserve capital, measurement techniques and
associated reporting standards shall be applied for each primary risk factor. A limit structure shall be applied
for market, credit and liquidity/funding risks.

4.1 Capital Associated with Market Risk

The Company's capital is constantly exposed o the risk of loss that arises from movements in market prices,
commodity volumes and other factors. Market risk shall be managed on a daily basis for transactions and
positions within the Trading Portfolio, the Merchant Portfolio, the Capital Portfolic and the Regulated
Portfolic, and on a periodic basis for the Other Assets and Contracts Portfolio as required by the Chief Risk
Officer.

4.1.1 Limit Structure for Market Risks

Primary control of market risk is established through limils approved by the Board, the CEQ, the Chief Risk
Qfficer in consuyltation with the Risk Management Committee, and the Office of the Chairman of the
appropriate Enron Business Unit. The risk appetite of the Company is established by senior management
and ratified by the Board. It is the responsibility of senior management to engage in risk-taking activities in
accordance with the Company's risk appetite within approved risk/return boundaries required by the Board,
investors, lenders and credit rating agencies. These limits are used to promote the appropriate level of
awareness by both the Company's senior management and Enron Business Unit personnel to ensure that
risks are known, communicated and appropriately evaluated in light of the Company's business and risk
management objectives and strategies.

5A-18

Criteria considered in establishing risk fimits shall include, among other factors, relevant market analysis,
market liquidity, prior track record, business strategy, trader experience, appropriate implementation of a
trader level limit structure, risk management infrastructure, and qualitative operational risk assessment.

The Company's market risk limits and sub-limits shall be applied on a daily basis as described in the
following sections, based on the close-of-business positions at the following levels for each Portfolio, with
each level being subordinate to the cne(s) above it:

i. Portfolio level
i. Market concentration level
iti. Business unit level
iv. Commoeodity Group levei
v. Trader/desk level

4.1.1.1 Portfolio Market Risk Limits (“Portfclio Limits")

The Board shall approve an aggregate VaR Limit for the Trading Portfolio and for the Regulated Portfolio
{"Portfolio Limits™). The Board shall also approve an ETL Advisory Limit (“ETL Limit") for the Trading
Portfolio.  The Trading Portfolio limits as specified in Appendix A apply to the Company’s entire Trading
Portfolio, including certain activities in the pipeline and domestic utility business units. The Regulated
Portfolic limits covering different positions within the pipeline and domestic utility business units are also
specified in Appendix A. The other Portfolios described in Section 2 of this Policy do not have limits at the
Portfolio level, although they may provide a VaR measurement at this ievel. They may, however, have limits
applied to positions within their Portfofio, as noted in the following sections.

EC46943A0030873

EXHO0B64-00090



Enren Corp.
Risk Management Policy
Proprietary and Confidential

4.1.1.2 Market Risk Concentration Limits ("Concentration Limits"}

For certain Portfolios, the Board shall approve individual VaR limits subordinate to Porifolio VaR Limits
representing the maximum risk appetite for specific markets or activities ("Concentration Limits"). These
Concentration Limits aggregate risk into categories of positions under a methodology approved by the Risk
Management Committee. Concentration Limits enable the Board to limit the Company's exposure to certain
markets and activities, while providing management with the flexibility to establish and modify Enron
Business Unit Limits and Commeodity Group Limits as business strategies and markets change.

The Risk Management Committee shall ensure the Enron Business Unit Limits described in Section 4.1.1.3
of this Policy and Commodity Group Limits described in Section 4.1.1.4 of this Policy are allocated in a
manner that provides for compliance with these Concentration Limits. Specific monitoring and reporting
requirements in accordance with Section 4.1.2.2.2 of this Policy shall ensure these Commaodity Groups are
aggregated across the Company to facilitate the monitoring of compliance with Concentration Limits.

The Board shall approve Concentration Limits within the Trading Portfolio as specified in Appendix A, for the
following categories: (a) Americas Natural Gas, {b) Americas Electricity, (c} European Natural Gas and
Electricity, (d) Products, (e) Financials and {f} Emerging Businesses.

The Board shall approve a Concentration Limit on transactions captured within the Capitai Portfolic related to
Enron stock (see Appendix A). Other positions within the Capital Portfolio are subject to risk measurement,
but are not subject to this limit.

4.1.1.3 Enron Business Unit Market Risk Limits (“Enron Business Unit Limits")

The Chief Risk Officer or his designee, in consuitation with the Risk Management Committee, and-the-Ghief
Executive-Officer-shall determine an overall VaR limit for each Enron Business Unit (*Enron Business Unit
Limits”} holding a position in the Trading Portfolio or the Regulated Portfolio. These limits shall be expressed
as amounts of aggregate VaR for the Commodity Groups approved for trading within that Enron Business
Unit. The Enron Business Unit Limits are subordinate to Concentration Limits and Portfolio Limits. As a
result, the risk taken within all of the Enron Business Units cannot in aggregate conflict with the appetite for
risk in any individual Concentration Limit or Portfolio Limit approved by the Board. These limits shall be
reviewed periodically by the Risk Management Committee and can be modified at any time by the Risk
Management-Gormmitice—anrd—the—CECChief Risk Officer or his designee, in_consuitation with the Risk
Management Commitiee .-at-anytime-al-theirdiscration.

54-19

4.1.1.4 Commodity Group Market Risk Limits (“Commaodity Group Limits™)

The Risk Management Committee together with the President must approve the individual Commodity
Groups that will be traded within each Enron Business Unit, and the Chief Risk Officer or his designee shall
approves—wel—as the products that are authorized for trading within a specific Commodity Group (such
products are hereinafter referred to as “Authorized Products™). See Appendix A for a listing of existing,
approved Commodity Groups as of the date of the most recent amendment to this Policy.

The Chief Risk Officer or his designee shall determine whether a new product that an Enron Business Unit is
proposing to trade is a standard product, easily combined with the other products in the same Commodity
Group, or a unique product to the Company that needs to be placed in a new Commeodity Group. The Rigk
Management Committee together with the GEOPresident may establish a new Commodity Group for a new |
product.

The Chief Risk Officer or his designee, in consuitation with the Risk Management Committee, togetherwith
the-GEG-shail grant limits for individual Commodity Groups (“Commodity Group Limits") applicable for each

Enron Business Unit with positions in the Trading Portfolio or in the Regulated Portfalio. Commeodity Group
Limits represent the limits for a Commodity Group within a specific Enron Business Unit, and shall be
expressed as some combination of: (a) a maximum Net Open Position, (b) a maximum Maturity/Gap
Position, (¢) a maximum VaR, (d) a maximum EVaR andfor ETL, or (e} other metric recommended by the
Risk Management Committee. RAC shall notify the appropriate individuals within the Enron Business Units
and GRMO of any change in limits at least one day prior to the opening of trading for which the new limits
are effective.
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Commodity Group Limits may be granted for the same Commedity Group to more than cone Enron Business
Unit, and accordingly, such limits shall be set at a leve! that ensures compliance with the Board approved
Concentration Limits. Although more than one Enron Business Unit may be authorized to trade a singie
Commaeodity Group, only cne Head Trader shall be designated for each Commodity Group across the
Company, except for the pipeline and domestic utility business units who shall designate their own Head
Traders. Such Head Trader and his staff are the only individuals authorized to trade with third parties on
behalf of the Company. All other transactions in this Commodity Group across the Trading Portfolio, with the
exception of the pipeline and domestic utility business units, must be executed with such Head Trader’s
desks.

4.1.1.5 Discretionary VaR

A maximum amount of VaR (“Discretionary VaR") specified in Appendix A may be allocated by the CEQChief
Risk Officer or his designee and-Risk-Maragemant-Comwmittee to the Enron Business Units, subject to the
constraints imposed by the Concentration Limits approved by the Board as spegified in Appendix A.
Allocation of Discretionary VaR to increase Enron Business Unit Limits and Commodity Group Limits in
excess of the Board approved Concentration Limits specified in Appendix A, must be approved by the Board
as a reallocation of Concentration Limits.

4.1.1.6  Trader/Desk Level Sub-Limits (“Trader/Desk Sub-Limits”)

The Enron Business Units with Commodity Group Limits may utilize a limit structure established by the Office
of the Chairman of the Enron Business Unit at the trader and/or desk leve! (“Trader/desk Sub-Limits”).
These sub-limits shail be subordinate to the Commodity Group Limits assigned to that Enron Business Unit.
Trader/desk Sub-Limits facilitate monitoring and control of exposure to specific geographical regions and
other components of market exposure as deemed necessary by the Office of the Chairman of the Enron
Business Unit. The effective utilization of these limits as risk management tcols by Head Traders shatl be
considered in determining operationai risk and in allocating Risk Capital through the establishment of Enron
Business Unit Limits and Commuodity Group Limits.
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These Trader/Desk Sub-Limits are not subject to the formal Limit Violation and Loss Notification
requirements described in Section 4.1.2.3 of this Policy, nor are they required to be specifically reported in
the reports described in Sections 4.1.2.2.1 or 4.1.2.2.2 of this Policy.

4.1.1.7 Market Risk Limit Structure for Other Portfolios

The Merchant Portfolio and the Other Assets and Contracts Portfolio are not subject to market risk limits, as
those positions have been subject to individual review via the Transaction Appraval Pracess or other ongoing
management procedures. However, each Enron Business Unit shall provide RAC with all necessary
information to quantify and monitor the market risk inherent in those transactions that are part of the
Merchant Portfolio and the Other Assets and Contracts Portfolio, as directed by the Risk Management
Committee. RAC shall perform certain analyses and reports on these Portfolios as further described in
Section 6.8 of this Policy.

4.1.1.8 Exchange Limits

Each Enron Business Unit may be subject to limits and other requirements imposed by exchanges, including
the New York Mercantile Exchange, the Chicago Board of Trade, the International Petroleum Exchange and
the London Metals Exchange. Ali Enron Business Units shall comply with any such limits, as may be
modified from time to time, and shall provide a periodic summary of compliance with such limits to the
Company's legai department and to the Chief Risk Officer or his designee.
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4.1.2 Administration and Reporting of Market Risks

4.1.2.1 Limit Changes and Policy Modifications

The Board must approve any modifications of Portfolic Limits or Concentration Limits, as well as any
changes, amendments, supplements or updates to this Policy. The Risk Management Committee is
authorized to interpret and clarify this Policy in compiiance with the Policy's stated objectives between
meetings of the Board of Directors.

The Office of the Chairman of an Enron Business Unit may request an allocation of additional Risk Capital by
submitting a memo to the Risk Management Committee justifying the allocation. All grants of additional Risk
Capital must be made within the Portfolio Limits and Concentration Limits established by the Board. The
Chief Risk Officer or his designee, in consultation with the Risk Management Committee and-the-GEQ-may ;
atthek-discretion—reallocate Enron Business Unit Limits and Commodity Group Limits in order to increase
the limit of the requesting Enron Business Unit and, concurrently, remain in compliance with the Portfolio
Limits and Concentration Limits. The new limits shall be effective no earlier than the trading day following

the dale of the request-and-must-be-ratified-bythe CED.

4.1.2.2 Position Reporting

Another key objective of the Company's enterprise-wide risk management framework is to provide
employees and managers with a comprehensive understanding of how the Company is positioned compared
to various markets and exposures. This objective can only be achieved if the risks inherent in ail of the
Company's Portfolios are measured and reported in a meaningful fashion that facilitates the implementation
of corporate risk mitigation strategies and supports informed decision making. The following reporting
requirements (which may be modified by RAC on an ongoing basis to ensure best practices are applied
throughout the Company) must be followed by all employees of the Company involved in risk management
activities.

Reporting is the responsibility of GRMO or another middle office function for each Enron Business Unit.
Moreover, each Authorized Trader who is responsibie for complying with a specific limit must review the
position reports for which they are responsible, prior to commencement of the next day’s trading to ensure
that their trading strategy for the upcoming day’s activity is in compliance with their limits. Reporting of
market risks shall generally be reported on a mark-to-market basis, regardless of the type of accounting
actually applied to the transactions.

Certain federal and state regulatory requirements prohibit the Company's pipeline and domestic utility
businesses from sharing certain information with afflliated non-regulated businesses. Consequently,
reporting of such information for these specific Enron Business Units shall not be provided to other Enron
Business Units. Any employee who has guestions about marketing affiliate issues should immediately
contact the vice-president for regulatory and legislative affairs or an equivalent officer at the appropriate
Enron Business Unit.

41221 Enion Business Units Daily Positicn Report

GRMO shall prepare, distribute and make available data from the Trading Portfolio and the Merchant
Portfolio creating a daily report (the "Enron Business Units Daily Position Report”). The Enron Business
Units Daily Position Report shall compare Portfolio Limits, Enron Business Unit Limits, and Commodity
Group Limits for that Enron Business Unit to corresponding actual resuits, as well any other risk parameters
required by RAC.

The amounts by which the mark-to-market value of a Commodity Group can change for unit changes in all
market parameters over the term structure and on a net aggregate basis shall be disclosed either in the
Enron Business Units Daily Position Report or its supporting schedules. For positions with option or non-
finear risks, the concentration of sensitivities (Delta, Gamma, Vega, Theta, Rho and Eta) shall also be
disclosed. The supporting schedules shall also detail any change in the valuation adjustments.
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41.2.2.2 Enron Concentration Limit Daily Position Report

In order to monitor each Concentration Limit, and to aggregate the Company's consolidated results of the
Trading Portfolio on a Commedity Group basis, GRMO shall issue a daily report (the "Enron Concentration
Limit Daily Position Report”) that includes ail positions within the Trading Portfolio consolidated across the
Company by Commodity Group. The Capital Portfolio’'s Concentration Limit shall also be included in this
report.

4.1.2.2.3 Regulated Portfoiio Reporting

Each Enron Business Unit that manages positions included in the Regulated Portfolio must prepare,
distribute and make available to RAC, under a transition plan governed by the Risk Management Committee,
a daily report that compares limits to actual resuits, as well as any other risk parameters required by RAC.
This Portfolio shall be reported on a mark-to-market basis, regardless of the type of accounting actually
applied to the transactions.

41224 Other Assets and Contracts Portfolio Reporting

Each Enron Business Unit that manages positions included in the Other Assets and -Contracts Portfolio must
prepare, distribute and make available to RAC, a monthly report that discloses Earnings-at-Risk and any
other risk parameters as required by the Risk Management Committee. The preparation of this information
for positions included in the Other Assets and Contracts Portfolio is new for most Enron Business Units and
accordingly, the Risk Management Committee shaill approve an extended transition plan addressing when
each Enron Business Unit must begin providing this information.

The Risk Management Committee shall consider the impact of the separate Portfolio reporting when
considering the risk of individual Portfolios. An underlying position in the Other Assets and Contracts
Portfolic may be hedged with a transaction in the Trading Portfolio, or vice versa, as further described in
Section 3.1.6. Consequently, a risk aggregation methodology shall be considered by RAC as the
development of risk measurement and reporting for the Other Assets and Contracts Portfolio advances.
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4.1.2.3 Limit Violation and Loss Notification Requirements

Any instances when (a) actual results are in excess of corresponding limits (hereinafter referred to as “Limit
Violations™), (b) losses are in excess of corresponding stop-loss advisory fimits (hereinafter referred to as
“Loss Notifications™), or (c} when the ETL exceeds the ETL Limit (hereinafter referred to as “ETL
Notifications”) must be reported to the designated parties as described in the following sections.

The Head Trader responsible for compiiance with the limits is responsible for providing a thorough written
explanation of any Limit Violations, Loss Notifications, and ETL Notifications, as well as a pian for complying
with the limit structure. Unless specifically autheorized by the Risk Management Committee, the Head Trader
must modify his risk-taking activities as quickly as possible to comply with the limits specified.

Based upon stress test results or other indicators of exposure, the Chief Risk Officer may require a full
review by RAC of any position or group of positions. RAC aisc may determine that certain management
notifications regarding trading results are required, in addition to those described herein. A summary of any
review, along with corresponding recommendations from RAC, may be presented to the Risk Management
Committee to facilitale their Risk Capital aflocation to Enron Business Units, and other evaluation of
individual Enron Business Units’ risk-taking activities,

Ali Portfolio Daily Loss Notifications and a summary of Portfolic Limit Violations and Concentration Limit
Violations, along with an analysis of Enron's market risks, shall be reported by the Chief Risk Officer to the
Audit and Compliance Committee of the Board of Directors (“Audit Committee”) and/or the Finance
Committee of the Board of Directors (“Finance Committee™ at regularly scheduled Audit Committee and
Finance Committee meetings.
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4.1.2.31 Portfolio Limit Monitoring and Reporting

If any of the following situations occurs in regards to any Portfolio, such situation shall be reported
immediately to the_Risk Management Commitlee, -Ghief Risk—O#icer, the President of Enron Corp. (the
“President”), the CEO and others at their discretion: (a) the aggregate VaR exceeds the corresponding
Portfolio VaR Limit causing a Limit Violation, (b) the net sum total of Daily Profit or Loss for each of the
Commodity Groups assigned to that Portfolio exceeds the corresponding Portfolio VaR Limit triggering a
Loss Notification, {c) the net sum totat of Cumulative 5-Day Profit or Loss for each of the Commodity Groups
assigned to that Portfolio exceeds 225% of the corresponding Portfolic VaR Limit triggering a Loss
Notification, or {d) the ETL exceeds the ETL Limit for that Porifolio causing an ETL Notification. The
occurrence of a situation under either (a) or (b) or (¢) above shall also be reported immediately to the
Chairman of the Board of Enron Corp. and the Chairman of the Finance Committee.

4.1.23.2 Concentration Limit Menitoring and Reporting
If any of the following situations occurs in regard to any Concentration Limit, such situation shall be reported

immediately to the_Risk Management Committee-Chigt-Risk—Officer, the President, the CEO and others at |

their discretion: (a) the aggregate VaR for the Commodity Groups assigned to that Concentration Limit
exceeds the corresponding Concentration Limit causing a Limit Violation; (b) the net sum total of Daily Profit
or Loss for each of the Commodity Groups assigned to a specific Concentration Limit exceeds the
corresponding Concentration Limit; or (¢) net sum total of Cumulative 5-Day Profit or Loss for each of the
Commodity Groups assigned to a specific Concentration Limit exceeds 225% of the corresponding
Concentration Limit.

4.1.23.3 Enron Business Unit Limit Monitoring and Reporting

If any of the following situations occurs in regard to any Enron Business Unit, such situation shall be reported
immediately to the Risk Management Committee, the President and others at their discretion: (a) the
aggregate VaR for Trading Portfolio positions within that Enron Business Unit exceeds the corresponding
Enron Business Unit VaR Limit causing a Limit Violation, (b) the net sum total of Daily Profit or Loss for each
transaction that is subject to the Enron Business Unit Limits exceeds the corresponding Enron Business Unit
VaR Limit, or (c) the net sum total of Cumulative 5-Day Profit or Loss for each transaction that is subject to
the Enron Business Unit Limit exceeds 225% of the carresponding Enron Business Unit VaR Limit.

4.1.234 Commodity Group Limit Menitoring and Reperting

If one of the following occurs in regard to any Commodity Group authorized to be traded within an Enron
Business Unit, such situation shall be reported immediately to the Risk Management Committee_the
President and others at their discretion: (a) any Net Open Position, Maturity/Gap Position or VaR for the
positions within the Enron Business Unit exceeds the corresponding limit for that Commaodity Group within
that Enron Business Unit causing a Limit Violation, (b) the Daily Profit or Loss for that Commodity Group in
that Enron Business Unit is a loss that exceeds the coresponding VaR limit, or (c) the Cumulative 5-Day
Profit or Loss is a lass for that Commadity Group within that Enron Business Unit that exceeds 225% of the
corresponding VaR limit.

4.1.2.3.5 Trader/Desk Sub-limit Monitoring and Reperting

GRMO shall provide limit monitoring and reporting to the Head Traders as appropriate for any Trader/desk
level limits established by the Office of the Chairman of the Enron Business Unit. The formal documentation
of loss notifications and limit violations for Trader/desk level limits is not required under this Poiicy.
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4.2 Capital Associated with Credit Risk

The capital required to support credit risk shall be quantified, administered and reported as noted in the
following sectlions of this Policy. RAC develops and administers credit policies, assesses credit quality,
approves counterpanty credit risk, establishes appropriate limits and monitors counterparty credit exposures
for each Portfolio. The Merchant Portfolio is subject to the Transaction Approval Process and ongoing
portfolio analysis performed by RAC. Any Merchant Portfolio credit exposures are identified through these
processes. The Regulated Portfolio has its own unigue credit procedures to comply with regulatory
requirements. Credit exposures across all Portfolios shall be aggregated and reviewed by RAC on a regular
basis, under a transition period to be governed by the Risk Management Committee.

RAC may utilize credit mitigation techniques to effectively manage credit risk and to protect the Company in
the event of counterparty defaults. Accordingly, RAC may transfer credit risk by executing credit linked
structured deals or credit derivative trades as well as by securing insurance or monetizing transactions.
Alternatively, RAC may attempt to reduce or mitigate counterparty exposure by: (a) collecting collateral in the
form of cash, letters of credit or cash equivalents, {b) mitigating credit risk through bank guarantees, and {c)
accepting other security as negotiated and agreed with a counterparty.

4.2.1 Limit Structure/Guidelines for Credit Risk Assessment

Assessing counterparty creditworthiness is an integral part of determining the Company's credit risk. RAC
has developed various guidelines and standards described in the following sections for internal ratings, credit
limits, tenor limits and counterparty reassessments to assist in limiting and monitoring credit exposure. RAC
persannei conduct all assessments of counterparty creditworthiness.

Following an initial assessment of a counterparty's creditworthiness, RAC personnel monitor changes in the
counterparty’s financial condition, including qualitative factors that would affect the initial assessment. The
timing of the review cycle is a function of the risk level of the products involved, the credit quality and activity
of the counterparty and the counterparty’s credit history with the Company. As a result, the reassessment of
an active counterparty is a matter of analyst discretion, but, at a minimum, counterparties with an exposure
over $50 million shalt be reassessed at least semi-annuailly. In addition, non-investment grade
counterpaities shall be reassessed at least annually, while investment grade counterparties should be
reassessed at least bi-annually. The same review process and approval levels indicated below shall apply to
a counterparty’'s reassessment,
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4.2.4.1 internal Ratings

As part of the counterparty approval and assessment process, RAC shall assign each counterparty a credit
risk rating (an “E-Rating”) on a scale of 1 to 12 (see Appendix B). The primary objective of establishing
counterparty E-Ratings is to provide a framework for approving credit risk and for monitoring the quality of
the Company’s portfoiio of credit risk. Consistent application of the E-Rating framework shall ensure the
consistency of credit risk assessments across counterparties. [n determining E-Ratings, RAC shall review
quantitative and qualitative counterparty information. Such information includes, but is not limited to:

i. Published credit rating {e.g., Standard & Poors, Moody’s and other rating agencies)
il. Financial statements

ii. Financial ratio analysis

iv. Management expertise

v. Rank within industry

vi. Reputation

vii. Strategic direction

viii. Trading activities and controls
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ix, Scvereign risk

if public credit ratings are available, RAC shali utilize the public ratings as a benchmark when establishing an
E-Rating. Additional quantitative data may be analyzed with a financial scoring model that calculates a risk
grade for a counterparty against a representative peer group based on profitability, liquidity, debt service and
feverage. RAC shall utilize a financial analysis management system as approved by the vice-president in
charge of the credit risk management function in RAC, in conjunction with other tools that combine
judgmentat and factual data about a borrower to analyze creditworthiness. These key quantitative results
impact the final E-Rating assigned o a counterparty. However, the quality of the creditworthiness
assessment is often contingent upon the availability of financial or public information.

Qualitative data shail be obtained from external sources such as reference materials, interviews with
counterparty management, analyst commentary and other sources providing tangible insight. The strength
and vision of the counterparty’s management are critical subjective factors in assessing the viability of the
counterparty’s business. This information compliments RAC’s knowledge of the counterparty gained through
quantitative analysis.

4.2.1.2 Credit Limits

in assessing counterparty creditworthiness, RAC shall establish one global Credit Limit for each active
counterparty. These limits provide a framework for monitoring exposure against limits and managing the
Company's concentration of exposure to a particular counterparty or group of counterparties. Credit limits
are approved and governed by the Credit Risk Procedures reflected in Appendix C and are subject to review
and adjustment at the discretion of the vice-president in charge of the credit risk management function in
RAC.

Both quantitative and qualitative information can provide input to RAC's decision on limits. The Company's
risk appetite for a particular counterparty is impacted by counterparty’s credit profile, the volume of business
the Company expects to transact with the counterparty and the counterparty's relative size in retationship to
other participants in the applicable industry. Various other Credit Limits may be established for a
counterparty based on the level and type of trading activities conducted by the Company and that
counterparty. These limits may be reflected as contractual thresholds or established for internal guidance
purposes. Guidance Credit Limits are used so that RAC can accurately monitor and manage the overall
credit risk for a counterparty, while contractual limits are used to manage risk within specific contract or
transactions. Counterparty Credit Limits shall be captured and maintained by RAC to facilitate effective
monitoring and reporting and shall be filed in a counterparty’s credit file.

4.21.3 Tenor Limits

In addition to establishing a global Credit Limit for each counterparty, RAC shall set one global Tenor Limit
(i.e., maximum term to maturity} for active counterparties. Tenor limits provide acceptabie risk for long-term
transactions in which credit risk increases with maturity due to: (a} greater probability of a counterparty
defauit, (b) higher volatility or change in market prices that leads to increased credit exposure, and (c) larger
volumes on average for longer-term deals. RAC also retains the flexibility to restrict the tenor of specific
products as appropriate.

RAC approval authority is outlined in the table set forth in Appendix C, and is subject to review and
adjustment at the discretion of the vice-president in charge of the credit risk management function in RAC.

4.2.2 Administration and Reporting for Credit Risks

A number of resources and monitoring tools are utilized to assist RAC in the credit management process,
including the Credit Aggregation System ("CAS"} and counterparty credit files. Other internal or external
anaiytical fools are also available o assist with counterparty credit assessment. To the extent a
counterparty's exposure exceeds its pre-assigned limit, the excess should be reported to the Chief Risk
Officer or his designee,

RAC shail prepare various reports to quantify and report significant credit risks created by the Company's
trading activities and to summarize critical credit risk indicators. These reports shall be provided to the Chief
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Risk Officer upon request so that he can determine the form and manner in which such reports will be made
available to senior management and the Board. These reports may include, but are not limited to, credit
reserves, top twenty-five counterparty exposures, E-Rating exposures, industry exposures, counterparty
concentrations and non-performing or distressed assets. |n addition to counterparty credit exposures, RAC
is responsible for periodically reporting exceptions to contractual requirements to the Chief Risk Officer. The
Chief Risk Officer shall review and approve the level of the Company's credit reserves monthly.

4.2.2.1 Documentation Approval

Various forms of agreements such as master contracts or confirmations support counterparty relationships
and specific transactions. In order to limit the Company's credit risk exposure, RAC shall approve the credit
provisions included in such documents and actively participate in the negotiation of the documents.
Agreements such as master firm purchase/sale agreements, International Swap Dealers Association (ISDA)
master agreements and other master contracts shalt contain credit provisions authorized by RAC. Some of
the major provisions impacting credit risk include: {a) netting provisions, (b) provisions relating to the
perfection of collateral and security interests, (c) Material Adverse Change ("MAC") clauses, (d} cross defauit
provisions, (e} set-off clauses, (f) provisions relating to the right to access and receive data, {g) provisions
relating to the right to audit, and (h) provisions relating to exposure threshold(s).

4222 Credit Aggregation System ("CAS”)

CAS enables RAC to record Credit Limits and monitor end-of-day credit exposure. CAS aggregates
counterparty exposure globally and displays active transactions from business unit source and back office
accounting systems. CAS also allows RAC to maintain information on credit enhancements, contractual
agreements, netting rights and any other relevant counterparty information, as well as enabling RAC to
prepare reports on exposures by size, exposures by Enron entity, exposures by product, collateral
requirements and credit watch list participants. Exception reports can also be generated. Approved E-
Ratings, Credit Limits and Tenor Limits are captured and maintained in CAS. Counterparty collateral and
guarantees are also captured and maintained in CAS to ensure monitoring and compliance.

4.2.2.3 Counterparty Credit Files

Credit files shall be created and maintained, as necessary, for each counterparty with a trading relationship
governed by this Policy. Credit files provide the primary support for credit approval and credit risk decisions.
To this end, files shall support the assessment of counterparties’ creditworthiness, including assessed E-
Ratings, Credit Limits, and Tenor Limits, and shall contain sufficient information to explain the current status
of a counterparties' credit relationship with the Company. Credit files also may include applicable financial
statements, correspondence, rating agency reports, research, executed agreements and guarantees,
corporate resolutions and any other information as deemed appropriate. These files are confidential in
nature and are controlled by RAC.

4.2.24 Credit Reserve Monitoring

As described in Section 3.5.2 of this Poiicy, the credit risk management function in RAC shall apply a
probabilistic model that simulates defaults based on counterparty ratings and calculating expected losses
over the term to maturity for transactions. Credit reserves will be assessed across the Portfolios and tested
for adequacy on a quarterly basis. If the credit reserve that the Accounting department records for the
quarter is over 10% more or less than the credit reserve per the model simutated by RAC, the CEO shall be
notified by the Chief Risk Officer to ensure he is aware of any subjective issues considered in the Company's
credit reserve analysis.
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4.3 Capital Associated with Operational Risk

Operational risk losses may include the costs to fix an operational probiem, paymentis to third parties, write
downs, latent losses and contingent losses. The Company shall maintain a rigorous control environment to
manage and limit exposure to operational risk. This protects the Company from additional market, credit and
liquidity exposures arising from cperational failures.

4.3.1 Guidelines for Operational Risk

Operational risk is not subject o limits under this Policy. RAC, Enron Assurance Services, and Information
Technology Compliance departments shall provide an independent focus on the operational risk
management and shall work closely with each Enron Business Unit and GRMO to identify, assess,
categorize, quantify and mitigate exposure to operational risk. The collection of internal ioss data will aliow a
transition, over time, to more sophisticated measurement methodologies. Until internal loss information is
available, the assessment of operating risk will be based on a qualitative judgment of the adequacy of the
control environment and limited quantitative analysis. This assessment of operational risk shall be
considered in the Risk Capital allocation process when the Risk Management Commitiee establishes Enron
Business Unit Limits and when RAC establishes Credit Reserves. A list of the primary operational risk
considerations is included in Appendix G of this Policy.

4.3.1.1 Segregation of Duties.

Enron Business Units shall keep segregated from the business groups or individuals entering into
transactions each of the following activities: recording and aggregation of transactions; preparation, issuance
and verification of the Company or third-party documentation; reporting of positions and Commodity Group
information; review of the reasonableness of prices and models, periodic validation of prices from
independent market sources, monitoring of limits; physical andfor financial settlement of transactions;
reconciliation of accounts; and preparation of financial statements.
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4.3.1.2 ¥Fundamental Operating Standards

The organizational structure for the origination, administration, review and approval of risk exposures is
designed to provide a clear segregation of responsibility and accountability among risk-taking and middle-
office risk management personnel. Enron Business Units shall comply with the Company’s Fundamental
Operating Standards contained in Appendix F, as such standards may be updated from time to time. GRMO
is responsible for effective implementation of the risk management framework and adherence to this Policy.
The independent risk management function, RAC, is responsible for oversight of the risk management
activities throughout the Company to ensure compliance with the Policy.

4.3.1.3 Code of Ethics

All employees of the Company shall transact business with the highest integrity and in accordance with the
ethical values set forth by the Company. In particuiar, each employee shall comply with the Company's
Code of Ethics that includes the Company’s policies on the following matters:

i. Principles of Human Rights
ii. Securities Trades by Company Personnel
iii. Business Ethics
iv. Confidential Information and Trade Secrets
v. Safety
vi. Use of Communication Services and Equipment

vii. Internet Security
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viti. Governmental Affairs and Political Contributions
ix. Caonsulting Fees, Commissions, and Other Payments
x. Compliance with the Foreign Corrupt Practices Act
xi. Compliance with Antitrust Laws
xii. Compliance with Environmental Laws
xiii. Conflicts of Interests, Investments, and Qutside Business Interests of Officers and Employees
xiv. Responsibility for Reporting
xv, Compliance; Administration

These policies may be amended, altered or terminated by the Company at any time,

4.3.14 Information Systems Support and Business Continuity Planning

The Company shall have adequatle information systems in place to support risk management activities. The
Company shall review thoroughly all material risks associated with business disruption in each Enron
Business Unit's field of endeavor and establish prudent guidelines to ensure business continuity in case of
operational failure of critical systems.

4.3.2 Administration and Reporting for Operational Risks

As discussed in Section 3.3, a framework to better evaluate the Company's exposure to operational risk will
be developed. This framework will include reporting requirements that address exposures to and actual
losses from operational risk.

All Enron Business Units are required to perform self-assessments of operational risk quarterly or as
otherwise required by RAC. Enron Assurance Services, lnformation Technology Compliance and RAC shall
review the scope of each self-assessment. The Risk Management Committee shall consider this seff-
assessment and other indicators of operational risk when allocating capital to the Enron Business Unit Limits.
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4.4 Capital Associated with Liquidity/Funding Risk

Liquidity/funding risk arises from the polential that funding requirements will exceed funding availability for a
given time pericd. Funding requirements may vary over time as a result of: (a)} exchange margin
requirements, coliateral obligations and collateral receivables primarily related to Trading Portfolio activities,
(b) new investments, {c) the payment of interest and dividends, and (d) the maturing of debt and other
obligations. Funding availability may vary over time as a result of: (a) available cash, (b) access to capital
markets, {c}) availabie collateral and (d) the time required to convert positions to cash or liquid assets.

The Company shall use the Liquidity Ratio, liguidity stress testing and other methods as specified by the
Chief Risk Officer to measure liquidity/funding risk.

441 Limit Structure for Liquidity/Funding Risk

The CEQ shall approve an advisory limit for liquidity/funding risk {“Liquidity Ratio Advisory Limit") to be
implemented under a transition period approved by the Risk Management Committee. This shall be based
on the Liquidity Ratio discussed in Section 3.4 of this Policy. The Liquidity Ratio shall be calculated using
two different assumptions to derive the Trading Portfolio's Patential Future Cash Reguirements, the I
denominator of the calculation: (a) a 50% confidence level, and (b) a 99% confidence level.

4.4.2 Administration/Reporting for Liquidity/Funding Risk

The Liquidity Ratio shall be calculated on a daily basis and reported by RAC to the CEQ, the Chief Risk
Officer, and the Treasury department designee. If the Liquidity Ratio is (a) fess than 3.0 using a 50%
confidence level to calculate Potential Future Cash Requirements or (b) less than 1.5 using a 99%
confidence level to calculate Potentiai Future Cash Requirements, the Chief Risk Officer shall provide a
Liquidity Ratio Advisory to the CEO and others at his discretion. The CEQ shall direct senior management to
take certain actions to mitigate the Company's liquidity/funding risk.
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5 Requests for Allocation of Risk Capital

All Company transactions shall be characterized as either standard or non-standard transactions. Standard
transactions are: (a} routine transactions executed in the ordinary course of business that can be easily
valued on a daily basis, (b} authorized under the market risk Portfolic Limits, and (¢) executed in accordance
with the credit risk procedures contained in this Policy. Non-standard transactions include those that are
unusual or require a capital investment at the outset of the transaction or during its term. Non-standard
transactions may be complex and require ad hoc consideration and specific approval as specified by the
Transaction Approval Process attached hereto in Appendix D.

RAC employs different procedures and guidelines for the analysis of deals classified as standard
transactions than are appiied for deals classified as non-standard transactions. Any issues regarding the
characterization of a transaction as standard or non-standard should be directed to RAC and addressed prior
to or upon commencement of negotiations. RAC determines whether a transaction is standard or non-
standard, and this assessment is qualtative. Prior to execution, each transaction shall be analyzed
sufficiently to enable the different types of risk to be identified and measured.

5.1 Portfolio Risk Capitai

Market risk limits assigned to each level of the Company's limit structure represent aliocations of Risk
Capital. As such, the Enron Business Unit that proposes the addition of a new Commodity Group or new
product shall perform a cost/benefit analysis. This analysis shall be reviewed by RAC and by each of the
relevant risk management functions. This analysis shall include not anly the business strategy and summary
of specific risks inherent in this business activity, but alsc an assessment of the incremental costs and
stresses upon the risk management infrastructure necessary to adequately control risk in compliance with
this Policy, with recognition given to additional strain placed on the existing risk management environment by
the new activity and the impact of a new activity on operational risk. RAC shall present its recommendations
to the Risk Management Committee for final approval. A similar analysis of the returns on Risk Capitai for
individual Commodity Groups and Portfolios shall be prepared on an ongoing basis to support the continued
evaluation of the Risk Capital allocation process, as described in Section 3.5 of this Policy.
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Approval of credit risk exposure and operational risk exposure also represents allocation of Risk Capital.
However, credit risk limits are not assigned on a portfolio basis; instead individual transactions are subject to
credit review as specified in Sections 4.2 and 5.2 of this Policy.

5.2 Transaction Specific Risk Capital

5.2.1 Approval Process for Standard Transactions

Standard transactions generally include those documented on approved confirmations, valued in core
systems and established in business units within the Company. RAC approves the execution of standard
transactions either directly with commercial personnel or through the Company's global Intemet-based
transaction systems. All counterparties must be pre-approved by RAC for online trading. Online trading
shall incorporate controis within the system to review Credit Limits and Tenor Limits as well as product
approvals prior to allowing counterparties to execute transactions. For deals executed other than online,
commercial personnel are responsible for (a) obtaining approval from RAC prior to executing transactions
that expose the Company to credit risk and (b) understanding the current credit terms for executing
transactions with a counterparty. RAC shall provide verification of credit trading terms or specific fransaction
approval upon request.

The transaction approval process may vary by Enron Business Unit depending on the quality of
counterparties as well as the liquidity and volatility of products. in some circumstances, RAC may maintain
watch lists to highlight counterparties that require approval prior to trade execution as well as to specify
counterparties with which deals may not be executed. RAC will make these reports available on a company-
wide basis on RAC's intranet web site and in hardcopy format. If a counterparty is referenced on a watch list
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or has not transacted with the Company for six months, then commercial personnel must contact RAC for
specific transaction approval prior to trade execution. Generally, counterparties are listed on these reports
for one or more of the following reasons: (a) the counterparty’s credit is near or in excess of its global Credit
Limits; (b) the counterparty is subject to credit enhancement requirements; and/or (¢} the counterparty is not
creditworthy to transact without RAC's direct involvement and evaluation.

Upon recelving a request to approve a standard transaction, RAC should evaluate the incremental credit
exposure of the proposed deal with the counterparties’ credit exposure to determine if the risk will be within
the established global Credit Limits. If the aggregated exposure is within Credit Limits, the transaction may
be approved. RAC will also consider offsetting positions when determining the credit risk involved with the
proposed transaction. When a transaction requires credit enhancement, commercial personne! or RAC
should disclose the requirements to the counterparty prior to executing the transaction.

5.2.2 Approval Process for Non-Standard Transactions

In certain circumstances, the Company enters into non-standard transactions. Criteria for identifying these
types of deals include:

i. Capital expenditures required at the inception or during the term of the proposed transactions
ii. Embedded funding in the deal structure using current price curves

iii. Drafted or non-standard documentation

iv. Customized valuation (i.e., not valued by core systems)

v. Qutside credit and market risk limits

vi. Expenditures in a business that is not pre-approved

vii. Expenditures that are outside a pre-approved capital budget
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Non-standard transactions have an approval process similar to non-budgeted capital expenditures. In order
to determine the proper approval level of senior management, non-standard structured transactions must
comply with the Transaction Approval Process attached hereto as Appendix D. RAC will determine the risk-
adjusted capital amount for the transaction by evaluating the credit and market risks as well as the upfront
and implied capital requirements for the transaction.

Enron Corp. is requested from time to time to issue credit support instruments on behalf of its subsidiaries,
affiliates and unaffiliated third parties in the furtherance of the foregoing parties conducting business in the
marketplace. These credit support instruments include, but are not limited to, guarantees, letters of credit,
letters of indemnity and comfort letters. The Guarantee Approval Process described in Appendix E sets forth
the approval requirements for the issvance of Enron Corp. credit support.

Procedures for compliance with, and daily administration of, the Guarantee Approval Process periodically
shall be reviewed and revised, as appropriate, by the Global Finance department and RAC, and approved by
the Office of the Chairman of Enron Corp., the Chief Financial Officer or the Treasurer. For the purposes of
this policy, a certification by the Office of the Chairman, the Chief Financial Officer, the Treasurer or any
Deputy Treasurer, to the effect that this policy has been complied with in connection with the issuance of any
Financial Guarantee or Performance Guarantee shall be conclusive evidence of such compliance and may
be relied upon by ail persons interested in such Financial Guarantee or Performance Guarantee.
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6 Roles and Responsibilities

Corparate governance is a primary consideration of this Policy, as without established reporting relationships
and defined responsibilities, established systems, methods and rules are of little value. The primary
governing bodies that participate in the Company's risk management process are described in this Section.

6.1 Board of Directors of Enron Corp. (the “Board”)

The Board is accountable fo the shareholders of the Company and assumes overall responsibitity for the
management of the Company. By establishing the risk management guidelines used by the Company,
including the Transaction Approval Process and this Policy, the Board ensures the Company's risk-taking
activities are consistent with its strategies and that Risk Capital is properly ailocated and preserved. The
Board delegates the day-to-day execution of its risk management responsibilities to the Company's senior
management.

The Board's risk management responsibilities include, among others things:

i. The establishment of an overall framework for the evaluation, management and control of risk in
capital allocation and capital preservation decisions through the approval of risk management
policies and processes, including this Policy and the Transaction Approval Process

ii. The establishment of specific Portfolic Limits and Concentration Limits, as deemed necessary, to
ensure that the Company’s risk-taking activities are consistent with the risk appetite of the Board

iii. The evaluation and approval of specific transactions in accordance with the Transaction Approval
Process

iv. The review and approval of recommendations of its working committees

The Board holds regulariy scheduled meetings throughout the calendar year. The Board may also hold
special meetings to address and resolve issues requiring consideration and/or approval that cannot be
deferred until the next scheduled meeting. The Board has delegated much of its responsibility for risk
management, including the imptementation of this Policy, to the CEQ.

6.1.1 Finance Committee of the Board of Directors {“Finance Committee™)

The Finance Committee is responsible for monitoring the Company's finance activities. The Finance
Committee's risk management responsibilities include, among other things:

i. The review, monitoring and development of recommendations to the Board concerning the
Company's risk management policies and processes, including this Policy and the Transaction
Approval Process

i. The evaluation of risks incurred by the Company to ensure these risks are appropriate and
consistent with the Company's overall business strategies and the risk appetite of the Board

The Finance Committee may, at ils discretion, make recommendations relating to risk management activities
to the Board. The Chief Risk Officer is responsible for presenting a summary of the Company's market and
credit risks to the Finance Committee at each of its reguiarly scheduied meetings. This ensures that the
Finance Committee and the Board understand the risks inherent in the Company's activities. The summary
presented by the Chief Risk Officer shall include a review of any significant changes to this Policy, as well as
a summary of senior management’s recommendations regarding specific Risk Capital allocation issues. The
Chief Risk Officer also reports periodically to the Finance Committee on the returns achieved by the
Company relative to expectations. Certain reports on Loss Notifications and Limit Violations will be sent to
the Chairman of the Finance Committee between reguiarly scheduled meetings as required by Section
4.1.2.3 of this Policy.
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6.1.2 Audit and Compliance Committee of the Board of Directors {“Audit Committee”)

The Audit Committee operates under a written charter adopted by the Beoard and is responsible for
overseeing the Company's financial reporting, internal controls and compiliance processes. Risk
management respansibilities of the Audit Committee include reviewing the Company's administration of and
compliance with the parameters established by this Policy.

The Chief Risk Officer shall present summaries of market risk limit notification and limit violation activities of
the Company and any significant changes {o this Policy at each reguilarly scheduled meeting of the Audit
Committee.

6.2 Chief Executive Officer of Enron Corp. {the “CEQ”)

The CEQ is responsible for the overall management of the Company, including the execution and
implementation of and compiiance with the Board's poiicies and directives. The CEQ’s risk management
responsibilities include, among other things:

i. The establishment of an overall framework for the Company's implementation of the risk
management policies and processes established by the Board, including compliance with the
Board approved Portfolio Limits and Concentration Limits

ii. The review and approval of transactions as prescribed by the Transaction Approval Process

The CEQ has defegated much of his risk management responsibilities to a variety of corporate and Enron
Business Unit functions, as descnibed in this Policy.

6.3 Chief Risk Officer of Enron Corp. (the “Chief Risk Officer”)

The Chief Risk Officer reports to the CEO, has dotted line reporting responsibility to the Board and is a
member of the Risk Management Committee. The Chief Risk Officer's managerent responsibilities include,
among other things:

i. The implementation and oversight of the Company’s risk management policies and processes
i. The establishment, in_consuftation with the Risk Management Committee, of specific Enron

Business Unit Limits and Commodity Group Limits to ensure that the Company's risk-taking
activities are consistent with the risk appetite of the Board

iii.__The determination of whether a new product is a standard product that can be combined with an
existing Commodity Group or whether a new Commgdity Group must be established

iv. Approval of products that are authorized for trading within a specific Commodity Group

Policy and other relevant information retated to the company’s risk marlagement function

v._ The reporting to the Board and its working committees on the Company’s compliance with this

Some of the Chief Risk Officer's responsibilities are prudently delegated to RAC as described in Section 6.8
of this Policy.

6.4 Risk Management Committee

The Risk Management Committee reports to the CEQ, and its membership includes the Chief Risk Officer
and such other individuals as determined by the CEO. The Risk Management Committee's risk
management responsibilities include, among other things:
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i. The astablishmentandraview of systems and controls to measure risk and monitor compliance as ]

required by this Policy

i. Fhe-establishment—together—Consultation with the CEQChief Risk Officer regarding—of specific
Enron Busmess Umt lelts and Commodlty Group L:muts—whweh—m—aggfegate—de—net—eenme%—mth

iv. The designation and management of Head Traders (see Section 6.5.2 below) for each Commodity
Group in the Trading Portfolio

v. The approval, together with the CEO, of new Commodity Groups

vi. The pericdic review of Company positions that need management attention to ensure that
reorganizations, transfers, and employee turnover do not interfere with the active management of
all of the Company’s positions, contracts, investments, assets and liabilities,

The Risk Management Committee meets on an ad-hoc basis, as appropriate, to ensure its involvement in the
Company's dynamic business activities. Representatives from RAC, GRMO and the various Enron Business
Units may be periodically cafled upon to make reports to the Risk Management Committee regarding specific
risk management issues.

The Risk Management Committee fulfills its risk management responsibilities through direct oversight and
prudent delegation of its responsibilities to both corporate and business unit personnel. Authority for the
appraval of Credit Limits is delegated to RAC,

6.5 Enron Business Units

Each Enron Business Unit is responsibie for compliance with the Policy as described herein.

6.5.1 Office of the Chairman of an Enron Business Unit

Either the Chief Executive Officer or the Chief Operating Officer of each Enran Business Unit is responsible
for the implementation of and compliance with this Palicy within their respective business unit. Each Enron
Business Unit's Office of the Chairman’s risk management responsibilities include, among others things:

i. The establishment of a framework within the business unit for the implementation of the risk
management policies and procedures established by the Board and any additional requirements
esiablished by the CEQ, Risk Management Committee, the Chief Risk Officer or RAC

ii. The management of business unit positions to ensure that all required Limits are observed and
any required Limit Violation and Loss Notifications, together with any required documentation, are
provided to the appropriate parties as required under this Policy

ii. The designation of key commercial managers for each asset, liability, and active contract to ensure
the Company's Risk Capital is optimized in compliance with this Policy

iv. The rmanagement and review of the activities and responsibilities of traders and commercial
personnel, including verification that this Policy is reviewed and implemented by their business unit

v. The provision of guidance to traders regarding position management upon notification of a Limit
Violation or a Loss Notification

vi. The review of their respective Enron Business Unit to ensure compliance with this Policy

6.5.2 Authorized Traders and Commercial Personnel

Only those employees specifically approved by the Office of the Chairman of an Enron Business Unit or its
designee, as reported to RAC, will be authorized to enter inte Transactions on behalf of the Company. RAC
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shall maintain a record of these Authorized Traders. The Office of the Chairman of each Enron Business
Unit or its designee is responsible for immediately reporting any change in its Authorized Traders o RAC,
even if such changes are due 1o the termination or reassignment of an existing trader or the hiring of a new
trader, Head Traders are those traders who are responsible for a specific Commodity Group eoF
Gonrcentration-Limi-under this Policy.

Traders and commercial personnel who have direct contact with potential counterparties represent the
Company's first line of defense against transactions with unauthorized market risk exposure and
unacceptable credit exposure. Commercial personnet include originators, marketers and business
development personnel.

Authorized Traders’ and/or commercial personnels’ risk management respensibilities include, among other
things:

i. The review and compliance with this Policy, including the management of their activities in a
manner that is consistent with the Company’s overall business strategies and the risk appetite
applicable to positions they manage

ii. The identification of material risks inherent in their activities and the timely communication of
information regarding market developments, trends and counterparty credit events to RAC

iii. The submission of required counterparty information to RAC for credit analysis and review
purposes

iv. The verification that all required approvals are obtained from RAC and Legal, as well as any
approvais required under the Transaction Approval Process, if applicable, prior to entering into a
transaction

v. The proactive reduction of risk exposures as limits are being approached or in anticipation of
planned transactions that would increase risk exposures beyond established risk tolerances

vi. The determination, together with the Company's Accounting Department, of the appropriate
accounting impact of trading, risk management and hedging strategies involving the use of
instruments as defined in SFAS 133

vii. The development of procedures, together with the Company’s Accounting Department, for testing
the ongoing effectiveness of derivative hedges to ensure compliance with SFAS 133 requirements
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viii. The accurate recording and valuation of positions in the Company’s risk books and financial and
accounting systems

ix. The reporting, as required under this Policy, of any Limit Violation or Loss Notification or other
exceptions to the limit structure

6.6 Global Risk Management Operations (“GRMO”)

Global Risk Management Operations (*“GRMO”) plays a key role in the implementation of each Enron
Business Unit's risk management processes. Accordingly, GRMO has a dual reporting role at the executive
levef to both the Chief Accounting Officer of Enron Corp. and to commercial management. For certain
businesses or activities, a middle office function other than GRMO may perform a similar role and have
equivalent responsibiiities to those described for GRMO in this Section. For purposes of this Policy, any
discussion of GRMO's roles and responsibitities is intended to apply to the middle office functions of those
businesses or activities that do not employ GRMO,

GRMO’s risk management responsibilities include, among others things:
i. The coordination of togistics and settlements
ii. The execution and confirmation of contracts with counterparties

ii. The capture and reporting of the Company's risk positions as required by RAC with sufficient detail
to allow accurate analysis and reporting of market and credit risks
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iv. The preparation of various valuation and risk analyses, with the distribution of results and
conclusions to the appropriate personnel in RAC

v. The participation in new product development and approval to ensure that operational risks are
addressed and infrastructure needs are met prior to the commencement of any new business
activity

vi. The preparation and distribution of market risk limit exception reports on a timely basis, including
explanations for exceptions provided by the appropriate traders

vii. The support of investigations into any trading anomalies
viii. The support of operational risk assessments of trading offices

6.7 Accounting

The Company's Accounting department performs a back office function responsible faor the management of
certain financial and accounting functions and for certain statutory and compliance reporting. The Back
Office's risk management responsibilities include, among others things:

i. The reconciliation of the monthiy general ledger to the risk reports such as the Enron Business
Units Daily Position Report

ii. The analysis of budget to actual
iii. The preparation of weekly and monthly management reports
iv. The preparation of cash flow and income forecasts

v. The evaluation of the adequacy of credit reserves based on simulations by RAC and other
considerations

6.8 Legal

The Company's Legal function is responsible for ensuring that the documentation supporting the transactions
executed by Authorized Traders and other employees considers and protects the Company from risk
exposure. All documents that contain a commitment binding the Company must be reviewed and initialed by
a member of the Company's Legal department prior to execution. The Legal function’s risk management
responsibilities include, among others things:

i.  The management and resoiution of all legal issues related to the business of the Company

ii. The drafting, review and approval of all master agreements, confirmations, guarantees and other
documents that Enron Business Units must sign to execute transactions

ii. The monitoring of the Company and each Enron Business Unit to ensure each conforms to all
laws, regulations and Company policy

iv. The administration of the Company's Code of Ethics that is incorporated by reference into this
Policy

6.9 Risk Assessment and Control (“RAC™)

RAC reports directly to the Chief Risk Officer, and includes the market risk management function, the credit
Risk management function, the operational risk assessment function, and the various strategic risk
management initiatives of the Company's enterprise-wide risk management policy. RAC also inciudes
management of the Transaction Approval Process designed to provide special review of market and credit
risks as well as operational exposures for specified transactions in accordance with this Policy, and
management of the Guarantee Approval Process. The credit risk management function has dual
responsibilities to (a) support the commercial personnel on daily basis in relation to credit risk issues, and (b)

EC46949A0030891

EXH054-00108

5A-36




Enron Corp. Page 28
Risk Management Policy
Proprietary and Confidential

to act independently in identifying, reporting and menitoring credit risk exposures and ensuring that senior
management is kept informed of these exposures.

References to RAC shall be interpreted as the appropriate individual and/or group within RAC depending on
the issue being addressed. The Chief Risk Officer's risk management responsibilities delegated to RAC
include, among others things:

ifi.

vi,

vii.

wiii,

Xi.

Xii.

xiii.

Xiv.

EXH064-00109

The oversight of the overall risks and risk management practices to ensure that they are consistent
with Company policy and strategy, engaging management in discussions regarding events or
developments in macroeconomic, legal, regulatory and technological structural shifts that could
expose the Company to potential losses

The oversight of the development, approval and administration of policies, methadologies, and
practices for measuring, monitoring and managing the risk exposures of the Company; the review
of proposed maodifications to existing risk measurement methodologies, and the development of
new risk measurement tools for market risk, credit risk, liquidity risk and operational risk, in
coordination with the Company’s research function

The central management of the Company’s market and credit exposure governed by this Palicy,
the aggregation of risks across the Company and the review of the risk profile of the overall
portfolic

The establishment of credit reserves against potential credit losses, as appropriate

The review and recommendation for approval of market risk limits to the Chief Risk Officer,
following analysis of market risks

The establishment and approval of counterparty credit limits

The recommendation, implementation and approval of credit risk mitigation and hedging strategies
for positions that fall outside the direct responsibility of an Enron Business Unit

The review and approval of Benchmark Position methodology, the review of curve validation
results, stress test results, and any other significant analyses prepared by GRMO:; the evaluation
of the effectiveness of the VaR process via Back Testing, and the refinemant of VaR model
requirements

The oversight of a model vefting process to ensure market and credit risks are accurately
quantified

The provision of operational risk assessment guidelines, addressing whether Enron Business Unit
employees are appropriately trained to understand and comply with the Company's established
risk management processes

The assessment of whether the Company's infrastructure supports the credit, market, operational
and liquidity risk management needs of the Company to support, measure, monitor and manage
exposures

The assessment of returns achisved by Enron Business Units in the various Portfolios relative to
expectations and to the level of risk incurred

The reporting to the Finance Committee and Audit Committee at regularly scheduled Board
meetings, as well as providing special analyses and reports to the CEQ and o the Chairman of the
Finance Committee

The performance of due diligence for the Merchant Portfolio to determine if a potential investment
counterparty has appropriate accounting systems, controls and infrastructure for appropriated
stewardship of Enron's capital

The monitoring of deal milestones, compiiance requirements and performance for Merchant
Partfolio investments to determine if the investment is performing according to the approved Deal
Approval Sheet {"DASH") and appropriate legat documentation
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xvi. The assessment of special valuation issues or specifying limitations on the use of certain
derivatives; the performance or review of speciai analyses on the Company’s overall risks, using
specialized stress tests and scenario tests

xvii. The review and appraval of counterparties and trading positions transactions prior to execution in
order to identify, measure and price the associated credit risk, and for significant changes in credit
quality and risk issues, such as exceptional gains and losses

xviii. The review of requests for new Commodity Groups and new products within existing Commodity
Groups, the dentification of issues and the recommendation of limit structures

xix. The performance of due diligence on issuers of counterparties’ letters of credit and guarantees to
ensure they meet minimum credit standards

xx. The coordination of review and execution of all counterparty documents with the Company’s Legal
function, including negotiating directly with counterparties to ensure credit risk is mitigated through
contractual arrangements

xxi. The maintenance of current and complete credit files, and actively monitoring counterparty credit
events and industry/market trends for potentially adverse effects on the counterparty’s credit
profile, using internal and external informaticn sources

6.10 Treasury/Global Finance

Treasury/Global Finance supports this Policy by managing funding/liquidity risk as addressed in Sections 3.4
and 4.4 of this Policy. These responsibilities include obtaining or coordinating the preparation of cash flow
projections, considering both business-as-usual scenarios and planning for liquidity constraints.

The Treasurer shall report at each meeting of the Finance Committee the aggregate amount of the
Company's (a) payment obligations and (b) estimated contingent liability of performance obligations not
involving the payment of money under ail the Company's guarantees, letters of credit, letters of indemnity,
and other support arrangements effective at the time of the meeting.

6.11 Internal Audit

6.11.1 Enron Assurance Services

Enron Assurance Services operates under a written charter adopted by the Audit Committee and maintains
its independent and objective stature by its functional reporting responsibilities to the Audit Committee. The
objective of Enron Assurance Services is to improve the Company’s operations by bringing an independent,
systematic and disciplined approach to evaluate and enhance the effectiveness of risk management, controf
and gavernance processes.

Working in concert with the Company's independent auditors and other various control and monitoring
functions across the Company, (i.e., RAC, information technology compliance, security, legal, ethics,
environmental, and quality management), Enron Assurance Services directs a broad, comprehensive
program of assurance and consulting activities within the Company. This includes establishing scopes,
selecting subjects, seiting frequencies, allocating resources and utilizing a variety of techniques required to
accompilish internal control/risk management objectives.

6.11.2 Information Technology Compliance

The objective of Information Technology Compliance is to monitor and improve information technology risks
and controls across the Company. Information Technology compliance serves as the primary auditor of the
Company's information technology systems and works in concert with the Company’s independent auditors.
Information Technology Compliance serves as a complimentary organization to Enron Assurance Services
with a specific focus on information technology.
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7 Miscellaneous

7.1 Brokerage Accounts Administration

Certain Enron Business Units shail be authorized periodically to open trading accounts with clearing brokers
to facilitate the conduct of their business. All requests to open or renew a trading account with a broker shall
be reviewed and approved by the Chief Risk Officer or his designee{s). The Company shail also notify
brokers of the names of Company personnel authorized to trade futures, options or other contracts. The
Company shall update these authorizations periodically.

Brokerage account agreements must be reviewed by the Legal department of the Company prior to
execution, and at least one officer of an Enron Business Unit and one officer of RAC are required to open an
account as required by corporate resolution. Brokers must be in compliance with all rules and reguiations of
the Securities and Exchange Commission requirements. The Company shall maintain a comprehensive file
of all open brokerage accounts that lists the purpose for which each account was opened and the names of
Authorized Traders. Changes in Authorized Trader lists shail be communicated to the appropriate brokers
as necessary. All brokerage accounts shall be reviewed periodically to determine whether they are still
active, and shal! be closed if no longer needed.

7.2 Employee Trading

Ne employee of the Company may engage in the trading of any position for the benefit of any party other
than the Company, whether for their own account or for the account of any third party, where such position
relates to any security, commodity, contract or derivative thereof within any Commodity Group listed in
Appendix A, The only exception to this restriction is that employees who are not involved with the
Commeodity Groups listed under the heading "Financials” in Appendix A, may trade for their own account
those items with which they are not involved.
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Periodically, certain employees, their family members and anybody that is financially dependent on those
employees, may also be restricted from trading specific securities and derivatives thereof. In addition to
these trading restrictions, if any employee should at any time possess non-public information about any
public company, that employee, the employee’s famity members and anybody that is financially dependent
on that employee, shall be restricted from trading in that issue, and that employee may not disciose the non-
public materia! information te anyone that does not have a business need to know.

Employees must seek dispensation from the Risk Management Committee for any exception to these
requirements. In no case should employees' personal trading confiict with the Company’s trading initiatives.
Empiloyee with questions regarding employee trading and investing should contact the Company's
Compliance department.

7.3 Employee Review and Compliance with Policy

As determined by the Chief Risk Officer or his designee(s), Company employees participating in any activity
or transaction within the coverage of this Policy shall sign a statement approved by the Chief Risk Officer
{see Appendix H for sample employee compliance statement) that such employee (a) has read this Policy,
(b) understands this Policy, and (c) has complied and will comply with this Policy, with specific
acknowledgement of employee trading restrictions.

The Company's employees should comply with this Policy. Willful or deliberate non-compliance or
falsification of risk metrics or profits and losses referred to by this Policy will be regarded as gross
misconduct.
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7.4 Transition Plan for Policy Compiliance

The Board delegates to the Risk Management Commitiee the authority to approve exceptions to Policy
requirements during a transition period. RAC shall work with the Enron Business Units to develop a
transition plan to implement the Policy guidance and requirements described herein,

7.5 Supersedes Prior Policies

This Policy supersedes and replaces all previous policies of Enron Corp. approved by the Board concerning
risk management or trading or transaction approval. This Risk Management Policy was approved by the
Board on August 14, 2001, and shall be amended by the Board as necessary, the dates of such
amendments to be reflected on the first page hereof.

Enron Business Units may execute their own risk management policies and procedures that are subordinate
or in addition to the requirements in this Policy.
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8 Glossary

Affiliate shall mean any entity in which the Enron Corp. has an ownership interest less than 80%.

Audit Committee shall mean the Audit and Compliance Committee of the Board of Directors of Enron Corp.

Authorized Traders shall mean those traders approved by the Office of the Chairman of an Enron Business
Unit or its designee to enter into Transactions on behalf of the Company.

Back Testing refers to the process of sysiematically comparing outputs from a model to actual observed
outcomes the model is designed to forecast. In the context of VaR, this means that actual daily trading
profits and losses should be compared to the calculated VaR. Since the standard approved VaR
methodology assumes a 95% confidence interval, it follows that, on average, a loss would occur that
exceeds VaR, once in every twenty trading days. The occurrence of such observations at a greater or lower
frequency than that implied by the 95% confidence interval may indicate that the results of the model
understate or overstate risk.

Benchmark Position shail mean the position within a Commodity Group into which all other positions within
the same Commodity Group can be converted using price volatility and correlation-based conversion factors.
Such conversion factors shall be established and authorized by RAC, and any significant changes in the
facters or methodology shall be reviewed and approved by RAC.

Board shall mean the Board of Directors of Enron Corp.

Borrowing Capacity shall mean, as used in calculating the Liquidity Ratio, the sum of the Company's: (a)
commercial paper, (b) uncommitted bank lines and loan sales lines, (c) letter of credit facilities, (d) net
accounts receivable_and accounts pavable, {e) net price risk_management assets, (f} inventory, (eq) sheif
registrations for public debt issues, and {fh) shelf registrations for public equity issues, as determined by the
Company’s Treasury/Global Finance depariment.
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Capital Portfolio is designed to manage exposures in the Company’s capital structure as described in
Section 2.

CEQ shall mean the Chief Executive Officer of Enron Corp.
Chief Risk Officer shall mean the Chief Risk Officer of Enron Corp.

Comimodity Group shall mean a coliection of paositions having sufficient relationship and correlation as
approved by Risk Management Committee that allow for aggregation into a Benchmark Position.

Commodity Group Limits shall mean those market risk limits assigned as described in Section 4.1.1.4 of this
Policy.

Company shall mean Enron Corp. and its subsidiaries.

Concentration Limits shall mean the maximum risk appetite for specific markets or activities approved by the
Board and aggregated into specified Commodity Groups of categories of positions, as described in Section
4.1.1.2 of this Policy. These Concentration Limits are listed in Appendix A.

Conforming shall mean a transaction that is routine, non-budgeted and within the general business lines of
the Company; in an industry where the Company has established expertise; and in a country where the
Company has established a local presence and is currently conducting business. To be designated
Conforming, the RAC recommendation must be “Proceed with Transaction”.

Credit Aggreqgation System (“CAS"} provides Credit Risk Management with the capability to record limits and
monitor end of day credit exposures. The credit risk aggregation system aggregates counterparty exposure
globally and displays active transactions from business unit source and back office accounting systems.

Credit Limits shall mean limits governed by the credit risk management function of RAC as described in
Seclicn 4.2.1.2 and Appendix C.

Credit Risk Procedures shall mean the credit risk management function personnels' authority as described in

Appendix C.
EC46949A0030896
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Cumulative 5-day Loss shall mean when the Cumulative 5-day Profit and Loss results in a loss in excess of
225% of the corresponding VaR limit. Upon a Cumulative 5-day Loss, Loss Notifications are triggered in
accordance with Section 4.1.2.3. Following the occurrence of a Daily Loss or a Cumulative 5-Day Loss, the
Cumulative 5-day Loss calculation is reset.

Cumulative 5-Day Profit and Loss shail mean the net sum total of Daily Profit and Loss for each Commodity
Group for five consecutive business days, without giving effect to the impact of change in valuation
adjustments. Upon a specified Cumuiative 5-Day Loss, Lass Notifications are triggered in accordance with
Section 4.1.2.3 of this Policy.

Daily Profit and Loss shall mean a single day of the profit or loss without giving effect to the impact of change
in valuation adjustments. Upon a specified Daily Loss, Loss Notifications are triggered in accordance with
Section 4.1.2.3 of this Policy. The Daily Profit and Loss will be calculated using the mark-to-market method
on a net present value basis, exclusive of valuation adjustments. This measurement shall be calculated from
(a) the profit or loss reported on the Company’s daily position reports, and (b) the valuation adjustment
activity reported in a separate schedule. No other adjustments fo the calculation shall be considered in
determining the Daily Profit or Loss, regardless of whether or not the profit and loss results include catch-up
or other type of unusual entries,

Deal Approval Sheet (DASH) is the document used in the official approval of the deal. It encompasses a
summary of RAC's final analysis of the risks and mitigants in the deal as well as the expected value and
range of vaiues. Other documents employed in this process include Guarantee Approval Sheet (GASH),
Modeling Assumption Sheet (MASH) and Revaiuation Approval Sheet (RASH).

Delta shall mean the change in value due to a unit change in the price of the underlying.

Discretionary VaR as referred to in Appendix A shall mean an amount of VaR included in the Trading
Portfolio Limit and reflected in the Trading Portfolic’'s Concentration Limits that the CEC and Risk
Management Commiltee can allocate to Enron Business Units and Commodity Groups at their discretion.

Divestiture shall mean the disposal of an asset (including securities).
Earnings-at-Risk is a risk metric to be applied as described in Section 3.1.5 of this Policy.

Enron Business Unit(s) shail mean Enron Corp. and any entity controlled, directly or indirectly, by Enron
Corp., (including internal groups created for the purposes of trading, or aligned according to the commodities
set out in the Appendices), or any entity directly or indirectly under common control of Enron Corp. For this
purpose, the criteria for establishing "control” of any entity include but are not limited to, ownership of more
than fifty percent (50%) of the voting power of such entity.

Enron Business Unit Limit shall mean the overall VaR limit for each Enron Business Unit as determined by
the Risk Management Committee and the CEQ.

Enron Business Units Daily Position Report shall mean the report comparing Portfolio Limits, Enron Business

Unit Limits, and Commodity Group Limits for each respective Enron Business Unit to corresponding actual
resuits, as described in Section 4.1.2.2.1.

Enron_Concentration Limit Daily Position Report shall mean the report that monitors each Concentration

Limit and aggregates the Company’s consolidated resuits of the Trading Portfolic on a Commaodity Group
basis. The Capital Portfolio’s Concentration Limit shall also be included in this report as described in Section
41,222

Enron Rating (E-Rating) shall mean the Enron Credit Rating as referenced in Appendix B of this Policy.

E-Rating shall mean a RAC assigned counterparty credit risk rating on a scale of 1 to 12 as described in
Appendix B.

Eta shall mean the change in the price of an option as correiations change.

Expected Taii Loss (“ETL") shall represent the expected daily loss beyond Extreme VaR.

Expected Tail Loss Advisory Limit ("ETL Limit"} shaill mean the Board approved advisory limit that applies to
the Company’s Trading Portfolio used to trigger certain notifications.
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ETL Notification shall mean the occurrence of an ETL measurement in excess of the ETL limit requiring
natifications as described in Section 4.1.2.3.1.

Extreme Value-at-Risk ("EVaR") shall mean the polential exposure measuremnent based on historical profits
and losses and current positions given a specified confidence level and a fat-talled distribution (as opposed
to a normal distribution used for the Company's VaR caiculations).

Extreme Valye Theory ("EVT") examines the characteristics of extreme events, whose impact an the portfolio
cannot be determined using the standard VaR metric, and is described in Section 3.1.2 of this Policy.

Finance Committee shall mean the Finance Committee of the Board of Directors of Enron Corp.

Financial Guarantee shall mean & guarantee issued by the Company that (a) guarantees obligations (i) for
the repayment of money borrowed which are or should be shown on a balance sheet as debt in accordance
with Generally Accepted Accounting Principles (“GAAP"), or (ii) as lessee under leases which, in accordance
with GAAP, are capital leases, and (b) constitutes "Debt" under the definition of "Debt" in the principal credit
agreement of the Company; provided, that a Financial Guarantee shall not include any letter of indemnity or
other support arrangement (including, without limitation, a sponsor or parent support or performance
agreement). For purposes of this policy, any letter of credit issued for the account of the Company and
obligations related thereto, including, but not limited to, obligations arising under any master letter of credit
agreement for any such letter of credit, shall be treated as debt.

Fundamental Operating Standards shall mean the standards as referenced in Appendix F of this palicy.

Future Available Cash shall mean, as used in calculating the Liquidity Ratio, the Company’s current cash-
flow forecast as determined by the Treasury/Global Finance department, considering operating and investing
activities,

Gamma shall mean the change in Delta of an option given a change in the price of the underlying.

Global Risk Management Operations shall mean the middle office function of the Enron Business Units,
whose respeonsibilities are described in Section 6.8,

GRMQO shall mean the Global Risk Management Operations of Enron Corp.
Guarantee Approval Process provides for a process of review and approval of guarantees (see Appendix E).

Guidance Credit Limits shall mean the credit limits used by RAC to accurately monitor and manage the
overall credit risk for a counterparty.

Head Trader is the person on the trading desk designated to allocate capital to traders, approve trading
strategies and monitor trading activity, positions and profit and ioss.

Letter of Credit shall mean any letter of credit issued for the account of the Company and obiligations refated
thereto, including but not limited to obligations arising under any master letter of credit agreement for any
such letter of credit,

Limit Violation shall mean an occurrence where a Net Open Position, Maturity/Gap Position, or VaR
measurement exceeds the corresponding limit, consequently triggering certain reporting as described in
Section 4.1.2.3 of this Palicy.

Liguidity Exposure Ratio (“Liguidity Ratio™) shail be caiculated as the sum of the Company's Future Available
Cash and Borrowing Capacity divided by the Company’s Potential Future Cash Requirements where:

Liquidity Ratio Advisory Limit shall mean the specified level of the Liquidity Ratio that will require the Chief
Risk Cfficer to notify the CEQ in accordarnce with Section 4.4.2.

Liquidity Ratio shall be calculated daily over a specified time period by dividing (a) the sum of the Company's
(i) Future Available Cash and (i) Borrowing Capacity, by (b} the Company's Potential Future Cash
Requirements.

Loss Notification shall mean an occurrence where a Daily Loss or Cumulative 5-Day Loss measurement
exceeds a specified percentage of the corresponding VaR limit, consequently triggering certain reporting as
described in Section 4.1.2.3 of this Policy.
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Material Adverse Change (“MAC"} shail mean a changs in the business conditions, financial conditions, or
operations of a party that prohibits the party from performing its obligations under a contract.

Maturity/Gap Pasition shall mean the largest rolling net open position within a specified reference period. I
is a measure designed to capture time spreads in the portfolio.

Merchant Portfolio is designed to manage exposure related to merchant investments as described in Section
2.

Monte Cardo Simulation is an analyticai technique that uses a computer to generate random outcomes
assuming a distribution.

Net Open Position shall mean the discounted aggregate of the open positions in a Commodity Group on a
Benchmark Positicn equivalent basis.

« Net Open Position for interest rate exposure is measured and limited by sensitivity analysis
measured through a partial duration hedge metric. Selected points are identified on the yield curve,
and position exposures are allocated to time hbuckets for each of these points along the yield curve.
Sensitivity is calculated by increasing the yield associated with one time bucket by one basis point
while holding all other points along the curve constant. This process is applied to each time bucket
separately across the entire term structure.

» Net Open Position for foreign currency positions in the Trading Portfolio is transiated into an
equivalent U.S. Doilar position using the closing spot rate. The equivalent U.S. Doilar position is
summed to provide the net foreign currency open position,

Non-Conforming shall mean a transaction that is outside the general business lines of the Company or in an
industry where the Company has littie or no expertise; made in a country where the Company has no locai
expertiise or where the overall exposure to the country is excessive; or made to an entity or within an industry
that would result in excessive exposure to that entity or industry. Non-conforming transactions Include all
with RAC recommendation of “Returns Below Capital Price* or "Do Not Proceed”.

Other Assets and Contracts Portfolio is designed to manage exposures embedded in the Company’s assets
(investments, contractual arrangements, etc.) that are either accounted for on an accrual basis or are not
otherwise captured in the Trading Portfolio, the Merchant Portfolio, the Capital Portfolio, or the Regulated
Portfolio.

Performance Guarantee shall mean any guarantee not constituting a Financial Guarantee, any letter of
indemnity or any other support arrangement (including, without limitation, any sponsor or parent support or
performance agreement). For example, a guarantee of a swap agreement, swap confirmation, or master
swap agreement is a Performance Guarantee,

Policy shall mean the Enron Corp. Risk Management Policy.
Portfolic shall mean the specific aggregation of positions as defined in Section 2 of this Policy.

Portfolio Limits shall mean the limits assigned to aggregate positions for the Portfolios identified in Section 2,
as described in Section 4.1.1.1 of this Policy.

Position Limit Violation shall mean the occurrence of a Net Open Position or Maturity/Gap Position
measurement that exceeds the corresponding limit.

Potential Future Cash Reguirements shall mean the denominator of the Liquidity Ratio, representing the
simulation of margin exposure and collateraj requirements for the Trading Portfoiio.

Prepaid or Embedded Debt Financing shall mean the maximum expaosure to the Campany as a result of a
prepaid physical or derivative trading/risk management transaction, a tilted swap or other transaction where
debt financing of a counterparty is embedded in a tradingfrisk management transaction.

President shall mean the President of Enron Corp.

Principal Credit_Agreement of Enron Corp. shall be the U.S. $1,750,000,000 364-Day Revoiving Credit
Agreement dated as of May 14, 2001, as such Revolving Credit Agreement now exists or may be amended
from time to time, among Enron Corp., as Borrower, the Banks named therein, and The Chase Manhattan
Bank, N.A. and Citibank N.A., as Co-Administrative Agents.
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RAC shall mean the Risk Assessment & Control department of the Company.

RAC Recommendation shall mean RAC's recommendation on a Transaction, which will be one of the
following: (a) proceed, (b} returns below capital price, or (c) do not proceed, or any other categories
determined by RAC.

Requlated Portfolio shall mean the Transportation and Distribution Reguiated Portfolio.

Return on Capital-at-Risk ("RoCAR"} shall mean the aggregate of expected returns against aggregate Risk
Capital.

Return on Value-at-Risk {("RoVAR”) shall mean the aggregate profit or loss, divided by the average daily VaR
for the same period.

Rho shall mean the change in the price of an option due to changes in interest rates,

Risk-Adjusted Capital shall mean the aggregation of exposure in a transaction that results from: (a) capital
expenditure; (b} commodity position; (¢} credit; or (d) guarantees, with such exposures franslated into an
equivalent amount of capital as determined by RAC.

Risk Assessment and Control ("RAC") shail mean the Company’s Risk Assessment and Control departrment.

Risk_Capital represents the amount of capital at risk due to market factors, credit quality and operational
events as more clearly described in Section 1.2 of this Policy.

Risk_Management Committee (“RMC"} shall mean the Risk Management Committee of Enron Corp. Its
membership includes the Chief Risk Officer and such other individuals as determined by the CEQ.

Subsidiary shall mean: (a) any subsidiary directly or indirectly 80%-owned to 100%-owned by Enron Corp.,
(b} any direct or indirect subsidiary of Enron Corp. if the other owners of such subsidiary hold stock in such
subsidiary for the purpose of meeting legal requirements of the jurisdiction in which such subsidiary is
incorporated, and (c) Enron Equity Corp., Enron Capital & Trade Resources International Corp, or any of its
direct or indirect subsidiaries or any other direct or indirect subsidiary of Enron Equity Corp. or Enron Capitai
& Trade Resources International Corp. not 100%-owned by Enron Equity Corp. or Enron Capital & Trade
Resources International Corp. if the other owners of such subsidiary collectively hold a minority ownership
interest in such subsidiary that entities them primarily only to a return of capital contributions or to share in
the profits, losses, distributions, or dividends of such subsidiary and does not entitle them to participate in the
operation, management or control of its business. For purposes of this Policy, the right to vote by itself shall
not be deemed to entitle an owner ta such participation.

Tenor Limits shall mean limits governed by the credit risk management function of RAC as described in
Section 4.2.1.3 and Appendix C.

Theta shail mean the change in the value of an option for a one-day decay hoiding all other parameters
constant.

Trade Guarantee shall mean guarantees issued in the normal course of business by Enron Corp. to support
the obligations of Enron Corp. Subsidiaries or Affiliates with respect the purchase and/or sale of physical
commodities or financial transactions related to trade aclivities.

Trading Portfolio is designed to manage exposures to commodity transactions as described in Section 2.

Transaction shall mean shall mean risk-adjusted capital, divestiture or embedded debt financing with the
exposure reflected net to Enron, including funding vehicle exposure.

Transaction Approval Process provides for (a) a process of review and approval of Capital Expenditures, and
(b) a process for prior transactions involving Capital Expenditures to be reviewed for performance and results
{see Appendix D).

Transportation and Distribution Regqulated Portfolio (“Reguiated” Portfolic) shall mean the Portfolio described

in Section 2 that manages the reguiated activities in the Company’s natural gas pipelines and domestic utility
subsidiaries.

Unaffiliated Third Party shall mean any entity in which Enron Corp. has no ownership interest.
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Value-at-Risk (“VaR") shall mean the potential exposure related to @ Commodity Group or Paosition
representing the potential change in value resulting from changes including: markel prices, interesi rates,
currency rates, counterparty credit condition, liquidity, funding and settiement risk, among others. VaR shall
be calculated using the RAC approved VaR methodology at the 95% confidence interval using a 1-day time
horizon. Any recalibration or modification of the VaR methodology or parameters that take into account
observed or anticipated changes in market factors or developments in VaR technologies must be approved
by RAC.

VaR Limit Viglation shall mean the occurrence of a VaR measurement that exceeds the corresponding limit.

Vega shall mean the change in the price of an option due to a change in volatility.

Volumetric Risk shall mean the risk of loss due to a change in expected volumes.
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9 Appendices

Appendix A - Market Risk Limits

Appendix B - Description of Enron Credit Risk Ratings (E-Ratings)

Appendix C - Credit Risk Procedures

Appendix D - Transaction Approval Process

Appendix E - Guarantee Approval Process

Appendix F - Fundamental Operating Standards *

Appendix G - Operational Risk Considerations *

Appendix H - Sample Documentation of Employee Acknowledgement of Policy
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lChanges are denoted in red

Page A-1

Appendix A - Market Risk Limits

Trading Portfolio

VaR Expected Tail

Limits Loss Advisory
{$000) ($000}

Aggregate Portfolic Limit {1)

AMERICAS NATURAL GAS
* North American Natural Gas
* Southern Cone Natural Gas
*LNG

AMERICAS ELECTRICITY
* North American Electricity
* Southern Cone Electricity
* Global Risk Markets

EUROPEAN NATURAL GAS & ELECTRICITY
* European Natural Gas
* UK Electricity
* Continental Electricity
* Nordic Electricity

PRODUCTS
* Global Products
* Coal

FINANCIALS
* Credit Trading

* Equity Trading
* Convertitle Arbitrage

EMERGING BUSINESSES
* Metals & Minerais
* Australian Electricity
* Japanese Electricity
* Weather Derivatives
* Freight Markets
* Emissions
* Pulp & Paper
*Lumber
* Steel
* Meats Trading
* Grain Trading
* Soft Comm odities
* Bandwidth
* Data Sterage
* Advertising
* DRAM
* Voice Minutes
* Financial Real Estate

* Financial Instruments (interest Rates, Foreign Currency}

150,000 520,000

100,000

100,000

45,000

20,000

15,000
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20,000

CAPITAL PORTFOLIO
Enron Stock

NiA

10,000 5“694940030903

REGULATED PORTFOLIO

10,000

LEGEND:

Portfolic Limit (Approved by Board)
Concentration Limits (Approved by Board)
Commodity Groups *

)

EXH064-00120

350 MM of Discretionary Var is included in the $150 MM Trading Portfolio Limit and
Trading Portfolio Concentration Limits above; Discretionary VaR to be allocated to

Enron Business Units and Commodity Groups by the GEQChief Risk Officed:
Commodity Groups listed for informational purposes-CEQ-and may changd at any
time.
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Appendix B - Description of Enron Credit Risk Ratings {(E-Ratings)

ENRON MOODY'S
RATING S & P RATING RATING INVESTMENT GRADE DESCRIPTION
1 ADAJAA+ Aaa/Aa+ « Exceptional degree of stability and substance

- Significant balance sheet and cash flow demonstrated throughout
business or industry cycle with positive trends and long-term outlook

= Significant size and strength in industry

» Very high quality assets

» Capacily to pay interest and principal very strong

» Low financial leverage with substantial debt capacity

+__Unquestioned access to global markets

2 AAJAA-/A+ Ag2/Aal/Ad « High degree of stahility and diversity

« Balance sheet and operations slightly more susceptible to adversity with
the business or industry cycle

= High quality assets

+ History of strong eamings and cash flow with excess interest coverage
levels

+  Modest financial leverage with ample debt capacity

» Ready access to capital markets under normal market conditions

3 AlA- A2/A3 + Strong market and financial position with a history of successful
performance, but mare susceptible to economic changes

» Assets are good quality with little reliance on intangibles. CAPEX is
reasonable

+ Strong cash flow and interest coverage levels with trends generally
consistent

« Financial leverage is satisfactory with sufficient debt capacity

= Access to capital markets under normal market conditions

4 BEB+/BBB Baal/Baa2 » Satisfactory eamnings, cash fiow and interest coverage, athough trends
are occasionally inconsistent

» More concentration of business risk, by product or market, may be
present. Susceptible to cyclical changes

+ Assets are of average quality, which may require significant CAPEX;
intangibles may be material in nature

+ Highly experienced/quaiified management

- Access to capital markets will generally be available under normal
market conditions

5 BBB- Baa3 + Higher degrees of susceptibility 1o cyclical trends due to industry
position, less diversification, etc.

« Assets and cash flows are reasonably sound with adequate coverage
levels

- Financial leverage is slightly above average and assets may require
significant CAPEX

* _Access to capital markets may be available under normal conditions

6 BB+ Ba1 - Higher degree of volatility of eamnings, cash flow, interest and overall
performance

»  More long-term uncertainty, but with less near-term vulnerability than
other speculative grades

- Financial ieverage is high with some debt capacity remaining

« Adequale coverage

+ May have "above average” risk elements relative to indusiry
Less access to public matkets, reliant on bank financing _

5A-49
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Appendix B - Description of Enron Credit Risk Ratings (E-Ratings)

ENRON MOODY'S
RATING S & P RATING RATING INVESTMENT GRADE DESCRIPTION

T BB Ba2 Eamings, cash flow and interest coverage may be volatile with trends
subject to erratic swings
Cutlook contains factors which may lead to unstable conditions
Assets are below average quality but are expected to maintain vaiue
CAPEX requirements could be significant due to asset quality/fpossible
material reliance on intangibles
Financial leverage is high with some debt capacity remaining
Adequate financial controls
Experienced management, but depth of management is less certain
Access to financing primarily available from banks or other private
sources; less access to public markets

8 B8- Ba3 Pronounced risk elements with uncertainty of future performance
Earnings and cash flows are volatile
Assets are below average quality; CAPEX spending requirements couid
be significant
Marginal interest coverage levels
Less access to public markets

9 B+/B B1/B2 Ezrnings and cash flow will generally be strained
Trends are unfavorable and the outlook is difficult
Adverse economic market or other event may affect the company's
financial performance in the future
Assets are significant value to provide a “second way out”; significant
intangibies exist
Financially over-leveraged, with minimal sources of financing available
Management turnover or lack of experience or stability may result in
deterioration of financial performance

10 B- B3 Adverse business, financial or economic conditions will likely impair
capacity to repay interest and principal
Assets are insufficient vaiue to provide a “second way out”, warmants
additicnal levels of supervision
Financially over leveraged
Weak interest coverage levels; management tumover or lack of
experience or stability may result in deterioration of financial
performance

11 cCcC CaaalCa Poor quality in most respects
Interest likely to0 be in arrears with principal payments in danger
This rating may be used to cover a situation where a bankruptcy petition
has heen filed, but debt service payments continue

12 D Payment default, interest and/or principal payments have not been made
oh due date, even If applicable grace period has not expired
This category is also used when the Company has filed a bankruptcy
petition and debt service payments are jeopardized
Repayment in full is highly questionable

EXH064-00122
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Appendix C - Credit Risk Procedures

if the assigned E-Rating is consistent with the public credit rating, any level of credit risk management
personnel has the authority to approve the internal E-Rating. A manager or above in credit risk management
in RAC must approve E-Ratings for counterparties whose public ratings are not consistent with the assigned
E-Rating and for non-publicly rated counterparties. Credit risk management RAC personnel approval

authority is described in tabies below.

Credit Limit Authority
($Millions)

Credit Risk Management £ 1-2 E 3-5 E 6-8 E 9-12

Personnel Authority

Analyst Level | $10 $5 $2 $0.25
Analyst Level Il $20 $15 $10 $2
Manager $50 $35 $20 35
Director $100 $100 350 325
V.P. $200 $200 $100 350
Chief Risk Officer or Office of the Over $200 Over $200 Over $100 Over $50
Chairman of Enron Corp.
Tenor Limits

Credit Risk Management E1-2 E 3-5 E 6-8 E 9-12

Personnel Authority

Anaiyst Levei | 2 years 1 year 1 year 3 months
Anatyst Level Il 5 years 5 years 3 years 6 months
Manager 7 years 7 years S years 1 year
Director 10 years 10 years 7 years 3 years
V.P. 15 years 15 years 10 years 5 years
Chief Risk Officer or Office of the | Over 15 years QOver 15 years Over 10 years Over 5 years
Chairman of Enron Corp.

EXH064-00123
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Changes are denoled in red

ORIGINATING
EMITY

Requast For:
RISK
ADJUSTED
CAPITAL

or
PREPAID OR
EMBEDDED
DEBT ;
FINANCING & |
or i
DIVESTITURE

{(>$2,500,000) " |

transaction

aBProg
04./

Appendix D - Transaction Approval Process

RISK
ASSESSMENT
& CONTROL (RAC)

« Transaction
Review and
Valuation

+ Credit and
Market Risk
Assassment

+ Pricing
» RAC

RECOMMEN-
DATION

]

- | CONFORMING

NON-

CONFORMING

- ongoing portfolio review and revaluation

[ U

PRI,

[P

TRANSACTION
size ¥

$MM

<=z 2
<=5
<=10@
<=20@
<=75®@

75+

<=25@
25+ 0

[ T T L

Page D-1

Approving Unit
FUNCTIONAL

GROUP HEAD l

BUSINESS GROUP ’
HEAD :

RETAIL. :
CHAIRMAN & CEQ i

WHOLESALE ooc—)'.

ENE-QOC

ENE-BOD

ENE-COC

ENE-BOD

i o4

[P

) Excapt NON-CONFORMING transactions and venture capital transactions not authorized by the Company's charter, for both of which the limit is $500,000.
1 Deal Approval Sheets approved by the RETAIL CHAIRMAN & CEO, WHOLESALE 00C and ENE-COC will ba distributed to the ENE-BOD (Finance Conmmittea) after

approval,
W Transactions deemed NON-CONFORMING only due to RAC RECOMMENDATION being "Retums Below Capilal Price” will NOT require ENE-BOD approval if < $75MM.

“ Merchant asset DIVES TITURES exceading $500MM and sirategic asset DIVESTITURES excoeding $200MM require ENE-BOD approval.
# Transactions meeting certain criteria may be approved under tha E-DASH process of the Transaction Approval Process. See page D-3.
DEFINED TERMS IN ITALICS at pages D-7 & D-8

EXH0G4-00124
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Appendix D - Transaction Approval Process
Approval Process for Originated Contractual Transactions

RISK ASSESSMENT
& CONTROL (RAC)

ORIGIATION ArD
STHUCTURING SROUPYS

Page D-2

1

TRANSACTION
APPROVAL

PROCESS

} Commodity VaR
ORIGINATED L Paosition Risk
TRANSACTION | . e
| f N ™y
Non-standard ! Capitai [y
documentalion { o Exg;aggil;;re Py
- ) J ADJUSTED
OR { ( CAPITAL
i o Resarve
Deal results in ; . Cradit Risk e
violation of | \ )
existing limils s
PYB Savings
- . Guarantea -
{or equivalent)
5A-53

EXH064-00125

EC46949A0030908



Enron Corp.
Risk Management Policy
Proprietary and Confidential

Appendix D - Transaction Approval Process
E-DASH Process (!

PREPAID OR EMBEDDED DEBT FINANCING

Approval Amount and Maturity

.R_atmg @) <=$10MM <= $20MM <= $35MM <= $50MM . <=$T5MM  >$75MM
Minimum < SEMM <= $10ME <= $15MM <= $20MM <= $25MM  >325kM
AAA-Aaald <= 10 years | <= 10 years | <= 10 years | <= Syears | <=5years _ . DASH
<= 7 years | <= 7 years | <=0 yedrs L
AA-/Aad <= 10 years | <=7 years | <=5years | <= 3 years DASH * - . DASH
<= g years | <= hyears | <=4 years } S :
AAG <=7 years | <=Syaars | <=3years . DASH .. DASH
- _ <=Hyems | <=3years | <= 2years [ o T
BEB+/Baal <=5Syears | <= Jysars : <= 1year SH | 1 .0 'q.ASH
<= dyears | <= 2years - DASH - te
BEB/Baa? <=3 years <= Z2yeals DASH
L DASH
g <= 2years | <=1year . ..
oo8-/Bass ve lyear | DASH
BB-/Ba3 <= tyear DAY

52 B noniis -
B+/B1, but not P
lower than B/B3 <=8 months . "DASH ©. % D

<=3 monhs EE

Page D3

TRANSACTION
APPROVAL
PROCESS

Example Transactions Include:

* Prepays

- Titted swaps or other
transactions whers debt
financing of a counterparty is
embedded in a trading / risk
management transaction

" Approval to be decumented in an Expedited DASH {"E-DASH") and approved by ENRON GLOBAL FINANCE, RAC, and BUSINESS GROUP

HEADS only.

@Hn the case of enlities split-rated by Moody's and Standard & Poor's, the lower applicable rating level shall apply (e.g., an A+/A2 counterparty is
classified as A-fA3 or higher and a BBB-/BaZ counterparly is classified as BB-/Ba3 or higher). In the case of unrated entities, the Moody's/Slandard

& Poor's raling equivalent to the E-rating as delermined by RAC shall apply.
ltems in gray represeni previous Approval Amounts and Malurities.

5A-54
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Approval Authority

Page D4

CONFORMING  NON-CONFORMING

LIMIT (SMM} LIMIT {5MM) B .
ENE-BOD 75+ 25+ Enron Corp. Board of Directors (Executive Commitiee between
Beard Meetings}
ENE.OOC <z 75 <=25 Enron Corp. Office of the Chairman
WHOLESALE 0OC | <=20 NIA Chairman & CEQ
President & COO
RETAIL CHAIRMAN & <= 10 NIA Chairman & CEC
CEO
BUSINESS GROUP <=5 NIA Enron Americas President & CEQ
HEADS co0
{(WHOLESALE) Enron Broadband Services Chairman & CEQ
President & COO
Enren Europe President & CEQ
coa
Enron Global Markets Prasident & CEQ
CO0
Enron Industrial Markeis President & CEO
cOo
BUSINESS GROUP <xh NIA Enren Global Services Chairman & CEO
HEADS President & COO
THER : :
(o ) Enron Energy Services President
Enron India CEO
Enron Global Finance CFO
Enron Xcelerator Chairman & CECQ
FUNCTIONAL GROUP <=2 NIA Enron Net Works President & CEQ
READS
Enron Principal Investments Managing Direclor

The ENE-OOC has authority to suspend or revoke approval privileges.

5A-55
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Incumbency Certificate

CONFORMING  NON-CONFORMING

LIMIT {ShiM} LIMIT (SMM]
ENE-BOD 15+ 25+ Enran Corp. Board of Diraciors {Exacutive Commillea between Board
Meetings)
ENE-QOC <= 75 <= 25 Kan Lay, Mark Fravert, Greg Whalley - Encon Corp. Qifice of the Chairman
WHOLESALE 0OC <= 20 N/A Vacant
RETAIL CHAIRMAN & <= 10 N/A Dave Dalainey, Chairman & CEQ
CEO
BUSINESS GROUWP <= § NiA Enron Amaricas John Lavorato, President & CEQ
HEADS Louise Kitchen, COQ
(WHOLESALE)
Enron Broadband Services Vacant, Chairman & CEQ
Jim Fallon, President & CCO
Enron Europe John Sherriff, President & CEQ
Michael Brawn, COQ
Enron Global Markets Mike McConnell, Presideni & CEO
Joff Shankman, COO
Enron Industrial Markels Jelf McMahon, President & CEQ
Ray Bowen, COO
BUSINESS GROUP <=5 NiA Enron Global Services Stan Horlon, Chairman & CEO
HEADS Jim Hughes, President & COQ
[OTHER) . ;
Enron Energy Servicas Janet Dletrich, President
Enron India Vacant
Enron Global Finance Andy Fastow, CFO
Enron Xcelerator Vacant
FUNCTIONAL GROUP <= 2 MNiA Enron Nat Works Greg Piper, Prasident & CEQ
HEADS
Enron Principal Invesiments Kevin Garland, Managing Diractor

The Chief Risk Officer maintains incumbency certificate with approval authority.

EC46949A0030911
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Other Authorized Signatures

Page D-6

RAC MANAGEMENT

SIGNATURE REQUIREMENT

Al Deals

=
!
-—

Rick Buy, Chief Risk Officer
Dave Gorte, Vice Presiden!, Underwriting & Chief Underwriter

~

ENRON GLOBAL
FINANCE

All Deals with Funded Capital
>= §2.5MM

Andy Fastow, CFO
Ben Glisan, Managing Oirector & Treasurer

Deals with Funded Capital
! >= $2.5MM and do not require
'TENE-OOC or ENE-BOD approval

Tim Despain, Vice President, Finance & Depuly Treasurer
Barry Schnapper, Vice President, Finance & Deputy Treasurer

_/

EXHDE4-00129
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Appendix D - Transaction Approval Process
Definitions

CONFORMING

* Routine, non-budgeted and within the general business lines of Enron

» Made in an industry where Enron has established expertise

« Made In a country where Enron has eslablished a tocal presence and Is currently conducting business
» RAC RECOMMENDATION must be "Proceed with Transaction”

+ RAC will determine if CONFORMING

DIVESTITURES

+ Disposal of assets {including securities)

NON-CONFORMING |

» Outside the general business lines of Enron or in an industry where Enron has little or no expertise

-+ Made in a country whare Enron has no local expertise or where the overall exposure to the country is
excessive

» Made to an entily or within an industry that would result in excessive exposure to that entity or industry

» Includes all transactions with RAC RECOMMENDATIONSs of "Returns Below Capital Price” or Do Not
Proceed”

* RAC will determineg if NON-CONFORMING

'PREPAID OR
EMBEDDED
DEBT FINANCING

. RAC‘ T

« Maximum exposure to Enron or any affiliate as a result of a prepaid physical or derivative trading / risk
management transaclion, a tilted swap or ather transaction where debt financing of a counterparty
is embedded in a trading / risk management transaction

. Risk Assessment and Control group at Enron
- Chief Risk Officer, responsible for RAC activities

RAC
RECOMMEN-
DATION

= RAC's overall recommendation on a TRANSACTION, summarized in one of the following:

- Proceed with Transaction
- Retums Below Capital Price

- Do Not Proceed

EXH0G4-00130

EC46949A0030913
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Definitions
RISK » The aggregation of exposure in a transaction that results from:
ADJUSTED ) ]
CAFITAL - Capital Expenditure

- cash outflow or commitment to make a cash outflow (examples include any form of
debt or equity financing and prepaid physical or derivative trading / risk management
fransactions}

- providing, directly or indirectly, a guarantee of cbligations of unaffiliated third parties
or of NON-CONFORMING obligations

* the maximum exposure to Enron or any affiliates as a result of a tited swap or other
transaction where debt financing of a counterparty is embedded in a trading / risk
management transaction

+ a commodity or financiai poasition that results in an exposure outside of Board
approved limits

- Commadity positions
- Credit
- Guaranties
Such exposure translated to an equivalent amount of capital
RAC w:ll datarmme lhe components am:l total amount of RISK ADJUSTED CAPITAL

TRANSACTION | RISK ADJUS TED CAP!TAL /DIVES TJTURE fPREPA!D OR EMBEDDED DEB T FJNA NC!NG
~ Exposure reflected net to Enron, including funding vehicle exposure
+ RAC will delermine exposure

5A.59 EC46943A0030914
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Appendix E - Guarantee Approval Process
Procedures for Approval of Financial Guarantees and Performance Guarantees

FINANCIAL GUARANTEE
A A Financial Guarantee shall be approved as follows:
Any Subsidiary:

By the Office of the Chairman, Chief Financial Officer, the Treasurer or any Deputy Treasurer,
regardless of principal amount, if the Financial Guarantee would guarantee unconditional, non-
contingent payment obligations, provided that any Financial Guarantee that is a trade Letter of Credit
shall be approved by any one of the foregoing officers or any Assistant Treasurer.

Any Affiliate, where Support is Equal to, or Less than, the percentage of Enron Corp.'s direct or indirect
ownership:

1. By the Office of the Chairman, Chief Financial Officer, Treasurer or any Deputy Treasurer
regardless of principal amount, if the Financial Guarantee would guarantee unconditional, non-
contingent payment obligations, provided that any Financial Guarantee that is a trade Letter of Credit
shall be approved by any one of the foregoing officers or any Assistant Treasurer.

Any Affiliate, where the amount of Support by Enron Corp. is Greater than, the percentage of Enron Corp.'s
direct or indirect ownership whether expressly or through joint and several liabifity:

1. By the Office of the Chairman, Chief Financial Officer, Treasurer or any Deputy Treasurer and the
Business Group Head (as defined in the Transaction Approval Process), if the Financial Guarantee
would guarantee unconditional, non-contingent payment obligations (greater than Enron Corp.'s
ownership interest) that are less than or equal to $2,500,000 in principal amount;

2. Upon evaluation and approval of the Financial Guarantee and the related transaction pursuant to the
Transaction Approval Process, a Financial Guarantee that would guarantee unconditional, non-
contingent payment obligations (greater than Enron Corp.'s ownership interest) exceeding
$2,500,000 in principal amount, may be executed by the Office of the Chairman, the Chief Financial
Officer, the Treasurer or any Deputy Treasurer,

Any Unaffiliated Third Party:

1. By the Office of the Chairman, Chief Financial Officer, Treasurer or Deputy Treasurer and the
Business Group Head (as defined in the Transaction Approvat Process), if the Financial Guarantee
would guarantee unconditional, non-contingent payment obligations less than or equai to $2,500,000
in principal amount;

2. Upaon the evaluation and approval of the Financial Guarantee and the related transaction pursuant to
the Transaction Approval Process, a Financial Guarantee that would guarantee unconditional, non-
contingent payment obligations exceeding $2,500,000 in principal amount, may be executed by the
Office of the Chairman, the Chief Financial Officer, the Treasurer or any Deputy Treasurer.

EC46949A0030915
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Appendix E - Guarantee Approval Process
B. Amendment

1. An amendment to a Financial Guarantee that would (a) increase the obligations of Enron Corp.
under the Financial Guarantee or (b) extend the duration of the Financial Guarantee shall be
approved in accordance with the rules that would apply if the Financial Guarantee and its
amendment together were an original Financial Guarantee.

2. Any other amendment to a Financial Guarantee which supports the obligations of a Subsidiary or an
Affiliate shall be approved by the Office of the Chairman, the Chief Financial Officer, the Treasurer or
any Deputy Treasurer,

PERFORMANCE GUARANTEE
A A Performance Guarantee shail be approved as follows:
Any Subsidiary:

By the Office of the Chairman, Chief Financial Officer, the Treasurer or any Deputy Treasurer,
regardiess of amount, provided, that any Performance Guarantee that is a Trade Guarantee may be
approved by any one of the faregoing officers or any Assistant Treasurer.

Any Affiliate, where Support is Equal to, or Less than, the percentage of Enron Corp.’s direct or indirect
ownership:

By the Office of the Chairman, Chief Financial Cfficer the Treasurer or any Deputy Treasurer,
regardless of amount, provided, that any Performance Guarantee that is a Trade Guarantee may be
approved by any one of the foregoing officers or any Assistant Treasurer.

Any Affiliate, where the amount of Support by Enron Corp. is Greater than, the percentage of Enron Corp.’s
direct or indirect ownership whether expressly or through joint and several liability:

1. By the Office of the Chairman, Chief Financial Officer, Treasurer or any Deputy Treasurer and the
Business Group Head (as defined in the Transaction Approval Process), if the Performance
Guarantee would support payment obligations (greater than Enronr Corp.’s ownership interest) that
are less than or equal to $2,500,000 in principal amount or performance obligations that would
create an estimated contingent liability less than or equa! to $2,500,000 in principal amount;

2. Upon evaluation and approval of the Performance Guarantee and the related transaction pursuant to
the Transaction Approval Process, Performance Guarantees that support payment obligations
{(greater than Enron Corp.'s ownership interest) exceeding $2,500,000 in principal amount, or
performance obligations that ¢reate an estimated contingent liability (greater than Enron Corp.'s
ownership interest) exceeding $2,500,000 in principal amount, may be executed by the Office of the
Chairman, the Chief Financial Officer, the Treasurer or any Deputy Treasurer,

EC46949A0030916
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Appendix E - Guarantee Approval Process

Any Unaffiliated Third Party:

1.

By the Office of the Chairman, Chief Financial Officer, Treasurer or Deputy Treasurer and the
Business Group Head (as defined in the Transaction Approval Process), where the Performance
Guarantee would suppeort payment obligations less than or equal to $2,500,000 in principal amount
or performance obligations that would create an estimated contingent liability not exceeding
$2,500,000 in principal amount;

Upon the evaluation and approval of the Financial Guarantee and the related transaction pursuant to
the Transaction Approval Process, a Financial Guarantee to an Unaffiliated Third Party that would
support payment obligations exceeding $2,500,000 in principal amount or performance obligations
that would create an estimated contingent liability exceeding $2,500,000 in principal amount, may be
executed by the Office of the Chairman, the Chief Financial Officer, the Treasurer or any Deputy
Treasurer.

For the purposes of this Section, in calculating the percentage of Enron Corp.'s ownership of an
Affiliate, any shares of such Affiliate owned by employees, officers, directors or agents of Enron
Corp. or any Subsidiary shail be deemed owned by Enran Corp.

Amendment

An amendment to a Performance Guarantee to any Affiliate where support is greater than the
percentage of Enron Corp.'s ownership interest that (a) increases payment or performance
obligations under the Performance Guarantee or (b) extends the duration of the Performance
Guarantee, shall be approved in accordance with the rules that would apply if the Performance
Guarantee and its amendment together were an original Performance Guarantee,

Any other amendment to a Performance Guarantee which supports the obligations of a Subsidiary or
an Affiliate shall be approved by the Office of the Chairman, the Chief Financial Officer, the
Treasurer, any Deputy Treasurer; provided that any such amendment to a Trade Guarantee shall
require the approval of any Assistant Treasurer, any Deputy Treasurer, the Treasurer, the Chief
Financial Officer or the Office of the Chairman.

PRICING

A

8.

Financial Guarantees and Performance Guarantees will be priced in accordance with established
Risk Assessment and Control Group (“RAC™) practices.

Letters of Credit will be assigned a price in addition to any charges that may accrue from issuing
institutions,

MISCELLANEDQUS

A All monetary threshold approval limits referred to herein, where applicable, shall incorporate by

reference any changes to the Transaction Approval Process deal approval limits as it relates to
Conforming Investments.

Performance Guarantees that are guarantees shall contain express monetary limits on guaranteed
obligations uniless otherwise approved by the Board of Directors of Enron Corp. or waived by the
Chief Financial Officer or the Treasurer.

EC46949A0030917
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DEFINITIONS
Affiliate shall mean any entity in which Enron Corp. has an ownership interest less than 80%.

Einancial Guarantee shall mean a guarantee issued by Enron Corp. that {a) guarantees obligations (i) for the
repayment of money borrowed which are or should be shown on a balance sheet as debt in accordance with
Generally Accepted Accounting Principles ("GAAP™}, or (ii) as lessee under leases which, in accordance with
GAAP, are capital leases, and (b) constitutes "Debt" under the definition of "Debt" in the principal credit
agreement of Enron Corp.; provided, that a Financial Guarantee shail not include any letter of indemnity or
other support arrangement (including, without limitation, a sponsor or parent support or performance
agreement). For purposes of this policy, any letter of credit issued for the account of Enron Corp. and
obligations related thereto, including, but not limited to, obligations arising under any master letter of credit
agreement for any such letter of credit, shall be treated as debt.

Letter of Credit shall mean any letter of credit issued for the account of Enron Corp. and obligations related
thereto, including but not limited to cbligations arising under any master letter of credit agreement for any
such letter of credit.

Performance Guarantee shall mean any guarantee not constituting a Financial Guarantee, any letter of
indemnity or any other support arrangement (including, without limitation, any sponsor or parent support or
performance agreement). For example, a guarantee of a swap agreement, swap confirmation, or master
swap agreement is a Performance Guarantee.

Principal_Credit Agreement of Enron Corp. shall be the U.S. $1,750,000,000 364-Day Revolving Credit
Agreement dated as of May 14, 2001, as such Revolving Credit Agreement now exists or may be amended
from time to time, among Enron Corp., as Borrower, the Banks named therein, and The Chase Manhattan
Bank, N.A. and Citibank N.A., as Co-Administrative Agents.

Subsidiary shall mean: (a} any subsidiary directly or indirectly 80%-owned to 100%-owned by Enron Corp.,
{b) any direct or indirect subsidiary of Enron Corp. if the other owners of such subsidiary hold stock in such
subsidiary for the purpose of meeting legal requirements of the jurisdiction in which such subsidiary is
incorporated, and (c) Enron Equity Corp., Enron Capital & Trade Resources International Corp. or any of its
direct or indirect subsidiaries or any other direct or indirect subsidiary of Enron Equity Corp. or Enron Capital
& Trade Resources International Corp. not 100%-owned by Enron Equity Corp. or Enron Capital & Trade
Resources International Corp. if the other owners of such subsidiary collectively hoid a minority ownership
interest in such subsidiary that entities them primarily only to a return of capital contributions or to share in
the profits, losses, distributions, or dividends of such subsidiary and does not entitle them to participate in the
operation, management or control of its business. For purposes of this policy, the right to vote by itself shall
nol be deemed 1o entitie an owner to such paricipation.

Trade Guarantee shall mean guarantees issued in the normal course of business by Enron Corp. to support
the obligations of Enron Corp. Subsidiaries or Affiliates with respect the purchase andfor sale of physical
commodities or financial transactions related to trade activities.

Transaction Approval Process provides for (a) a process of review and approval of Capital Expenditures, and
(b} a process for prior transactions involving Capital Expenditures to be reviewed for performance and results
{ses Appendix D).

Unaffiliated Third Party shall mean any entity in which Enron Corp. has no ownership interest.

References herein to Chief Financial Officer, Treasurer, Deputy Treasurer or Assistant Treasurer shall mean
the Chief Financial Officer of Enron Corp., the Treasurer of Enron Corp., the Deputy Treasure(s} of Enron
Corp. or the Assistant Treasurer of Enron Corp.

EC46949A0030918
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Guarantiee Approval Flowchart

«Qriginal to Counterparty
«Copy to Legal
‘Input to Database

Yes Final
RAC Guarantee
Buﬂ:;ss RAC ZT;:’:;’;? CreditRisk |~ | Corp. Legal Approval Approved
Management| ° ‘ Process Document
=« Sef Limits <=$500 MM *Sas Exhibit v
. No + >$500 MM approved by
Treasurer
Financial
Guarantee
No
i DASH i Guarantes
RAC ! or Letter Of
. i ... [Corp. Legal | Approval
Underwriting] ™ i GASH E , p-+egal). Pprgcess Credit
-Assign Price *Sea Exhlbit IV

Enron

Global
Finance

" Guarantees may be included in the DASH for a transaction. Howaver, If there Is no DASH, or if the guarantee Is not
incorporated In the DASH, a GASH is used. “GASH" Is defined as Guarantee Approval Sheet.

EC46949A0030919
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APPROVING
BUSINESS LIMIT $MM (1) UNIT
Ll | Trade Guarantse ENE - Asst. Treasurer
L All Amounts
Subsidiary
Or N
Affiliate 1
N : ENE - OOCI/CFO
Guarantes % <= Ownership % . Other ( Treasurer
All Amounts \__ Deputy Treasurar
Guarantee (1)
Appraval
Process
Business Group Head
' Affiliate ' | : And
| ) ~ g ENE - QOC/ GFOQ {
| Guarantee % > Ownership % =25 i ; Treasurer
! {Transacllon size based on { ! / Depuly Treasurer
! incramental Amoyntl2l) ’
' Or
Unaffiliated I _, ,
3rd Parties ! 1 >25 ) Transaction

Approval Process

- Soa Exhibit im

" Limit is lessor of notional amount or P99; notional amount will always be noted on DASH or GASH.

2 lncremental Amount equals amount that Support > Ownershlp.

3% Authorized signatorles after raview and approval through the Transaction Approval Process.

EC46949A0030929
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Quantitative

Transactions are recorded accurately and timely (completeness, accuracy)

¢ Transactions are recorded with 100% accuracy and valued appropriately in an
approved risk system for the applicable product

* Transactions are input into appropriate risk system on date of trade

» All trades executed on the telephone must be executed on telephones that are recorded
electronically, and ail trades executed over the internet must be executed with
appropriate recording back up

Daily Profit and Loss position reporting is accurate and timely (completeness, accuracy)

« Reports are 100% accurate at time of issuance (no revisions)

« Daily positions and profit and loss have been approved and signed off by trading

» Reports issued on next day of trading at a commercially pre-determined time

» Trading limit violations noted and communicated to management on next day of trading

5A-66

Timely confirmation and execution of transactions {completeness, accuracy, existence)

Confirmation of all brokered trades with brokers by close of business trade date
Confirms sent to counterparties (non-exchange) within 24 hours of trade execution and
agreed to risk system data

« Confims received from counterparties (non-exchange) within 48 hours of trade
execution and agreed to risk system data

« Confirms executed with counterparty within 7 days of trade date with exceptions noted
and communicated to management with the associated level of risk for non-execution
(i.e. master agreement in place, number of trades unexecuted)

Settlements with counterparties occurs accurately and timely (non CACS, non Dash deals)
+ Invoices/payments agree with contractual terms
All invoices/payments sent to counterparties are resolved within 30 days of dispute date

with material exceptions noted and communicated to management
« Overdue cash collections followed up with counterparties within 48 hours of due date

" These are guidelines and may be updated periodically.

EC46949A0030821
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Enron Corp.

Page F-2

Risk Management Policy
Proprietary and Confidential

Operating
»

Appendix F - Fundamental Operating Standards ~
system data matches risk systems and general ledger data

Flash to actual variances and prior month adjustments cleared within 30 days of
identification

All trading general ledger accounts are reconciled and outstanding items cleared within
7 workdays subsequent to month-end

Qualitative

Establish and implement business and controls infrastructure

* ® @

[}

Business unit head has ultimate responsibility to ensure operating standards are met
{working in conjunction with GRMP and RAC})-

Full functionality and interfaces for market risk, credit risk and corporate reporting,
and/or a systems roadmap for that development

Appropriate involvement in business for specialist services (Legal, Tax and HR)
Sufficient resourcing both in quaiity and quantity for all processes

Global databases are in place and updated to accommodate business counterparties
Trading/origination activities and trading limits have been approved and authorized by
Enron management

Credit limits have been defined and approved and capabilities exist to monitor credit
exposure by counterparty

Transaction approval process has been defined and communicated

Define functional responsibilities across business/offices and ensure segregation for the
following duties

L
L}

" These are

EXH064-00139

Execution (Commercial)
Controls (Commercial Support)
Review (RAC)

guidelines and may be updated periodically.

EC46949A0030922
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Enron Corp.
Risk Management Policy
Proprietary and Confidential

People

Page G-1

Appendix G - Operational Risk Considerations *

Incompetence

Fraud

Excessive dependence on a few top level employees
Lack of institutional knowledge

Organizational

Improper segregation of duties

Lack of governance

Operational constraints

- Efficiency risk

- Scalability or transaction volume risk

Process Risk

Model risk

- Wrong algorithm

- Misuse of a corect model

- Wrong inputs to a correct model
- Control over changes to model
- Combination of above

5A-68

Position and P&L Reporting
- MTM error

- Risk Books, Infinity, RisktRAC, CAS and DPR do not reflect correct positions
- Limit Violations

Transaction Specific Risk

Pricing error

Execution error

Product complexity/transaction complexity misperception
Booking error

Settlement error

Documentation/contract risk

Unexpected cost — legal or other {ransaction fees
Unidentified risks

" These are guidelines and may be updated periodically.
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Risk Management Policy
Proprietary and Confidential

Appendix G - Operational Risk Considerations *

Technology

External

Computer system failure

Programming error

Communication infrastructure breakdown

Blind acceptance of system-generated valuations

Regulatory
Legal

" These are guidelines and may be updated periodicaily.

EXH084-00141

Page G-2
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Enron Corp.
Risk Management Poiicy
Proprietary and Confidential

Appendix H - Sample Documentation of
Employee Acknowledgement of Policy
Enron Corp.

Risk Management Policy
Acknowiledgement of Review and Compliance

1, , do hereby acknowledge that | have read and understand the Enron

Corp. Risk Management Policy (the "Policy”). | hereby certify compliance with such policy statement since my
employment, or since | last so certified. | will continue to comply with such policy statement.

i understand that | may not engage in the frading of any position for the benefit of any party other than Enron
Corp. and its subsidiaries {the "Company”), whether for my own account or for the account of any third party,
where such position relates to any security, commaodity, contract or derivative thereof within any Commodity
Group listed in Appendix A of the Policy, except that | may trade for my own account those items included under

5A-70

the heading “Financials” in Appendix A with which | am not involved as part of my empioyment for the Company.

Date:

Employee Signature

Employee Name Printed

Enron Business Unit

Any exceptions noted below:

EC46949A0030925
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AGENDA ITEM 5(a)
ENRON CORP. RISK MANAGEMENT POLICY
(SUGGESTED FORM OF RESOLUTIONS)

WHEREAS, the Board of Directors of the Company approved resolutions -

on August 13 - 14, 2001, adopting the Enron Corp. Risk Management Policy (the
“Risk Management Policy”) which established a comprehensive means of
evaluating, managing and controlling the Company's exposure to risk and under
which capital will be allocated and preserved;

WHEREAS, the objective of the Risk Management Policy is to ensure that
the Company’s capital is allocated efficiently and that appropriate action is taken
to preserve the Company’s capital in accordance with the Company’s disposition
for risk;

WHEREAS, it would be in the best interest of the Company to revise the
Risk Management Policy to that which is attached to these minutes and as is
described therein;

NOW THEREFORE BE IT RESOLVED, that the revisions to the Risk
Management Policy be, and the same hereby is, approved and adopted, in the
form presented to and discussed at this meeting, a copy of which is attached to
the minutes of the meeting, and that the persons, officers and approving units
identified therein shall perform the responsibilities as specified therein;

RESOLVED FURTHER, that all actions heretofore taken by the Chairman
of the Board and Chief Executive Officer, the President and Chief Operating
Officer, the Vice Chairman, the Chief Financial Officer, the Chief Risk Officer (or
his or her designee}, the Treasurer or any Vice President, in the name and on
behalf of the Company, related to or in connection with transactions of the type
contempiated by the revised Risk Management Policy attached to these minutes
but which originated prior to these resolutions, including, without limitation, the
execution and delivery of any instruments or other documents as any such officer
shall have deemed necessary, proper, or advisable, are hereby adopted, ratified,
confirmed, and approved in all respects; and

RESOLVED FURTHER, that the Chairman of the Board and Chief
Executive Officer, the President and Chief Operating Officer, the Vice Chairman,
the Chief Financial Officer, the Chief Risk Officer (or his or her designee), the
Treasurer, any Vice President of the Company, or any other person designated
or authorized by the Board to act on behalf of the Company be, and each of them
hereby is, authorized, directed (any one or them acting alone) to take any and all

such further action, to amend, execute, and deliver all such further instruments .

EC46949A0030926
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and documents, for and in the name and on behalf of the Company, under its
corporate seal or otherwise, and to pay all such expenses as in their discretion
appear to be necessary, proper, or advisable to carry into effect the purposes
and intentions of this and each of the foregoing resolutions.

5A-72
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Project Southwood
Georgia Pacific - Leaf River

Enron Industrial Markets

Presentation to

Enron Corp Finance Committee
For Recommendation to the Board
of Directors

58-1

October 8, 2001

EC46949A0030929
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| Project Southwood
—— Why EIM Needs a Pulp Mill?

+ Market Pulp is a $20B Global Market ($90B including
integrated pulp) with significant volatility

+ Asset ownership increases credibility with industry players

¢+ Physical supply enhances marketability of financial
products

¢+ EIM’s ability to contract for tons has been limited to date
due to lack of physical presence

+ EIM’s purchase of newsprint assets (Garden State Paper —
3rd Quarter 2000, Stadacona — 15t Quarter 2001) have had a
positive effect on EIM’s ability to transact business:

58-2

Jan 01 June 01
Trading Hubs 2 6

Total Notional Value of Trades $2MM  $70 MM

Counterparties 11 150

EC46949A0030930
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~ Project Southwood
— Georgia Pacific’s Leaf River Pulp Mill

High Quality Asset

¢ State of the art facility; one of the largest single-line pulp mills in the

world.

¢ Ranks 6t out of 50 North American softwood mills for lowest cash

costs.

+ Extremely well maintained with a history of proactive maintenance.

¢ Greenfield construction in 1984 - clean environmental record.

¢+ 99% of energy produced on site with 87% of steam requirements

generated from mill byproducts.

¢ High quality, properly incented, non-union workforce.

Structure Mitigates Risk

+ Fixed price, full requirements fiber supply contract for 7 years with
Georgia-Pacific. (Fiber represents 70% of variable costs and 40% of

total costs.)

+ Mutually agreed upon capex budget with a 3-year risk sharing

provision with Georgia-Pacific.

+ EIM puip desk pays the mill a fixed price for 50% of the physical
output; floating price (based on RISI index) for the other 50%.

Separate Financial Pulp Swap Transaction

+ EIM pulp desk enters into a financial pulp swap with Georgia-Pacific
for 277,250 MT/yr (roughly equivalent to 50% of the mill’s annuali
production). GP pays fixed; EIM pays floating.

EC46949A0030931
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Project Southwood
Mill Purchase

Credit Support for
repayment of bullet
loan

50% Floating $/ton 7 yr. Physical

) Pulp 100%
50% Fixed $/ton Offtake

Asset & WC |-
Debt P&l
Proceeds Payments
. $265 MM
Georgia $274.5 MM v
Pacific i b-; . 7 yr. Balloon Bank 3
iber Supply Loan
—.—.——’ <___
Fixed $/ton
$ Millions
Cash Distribution to GP ($265.0)
Transaction Costs ($_9.5)
Initial Capital Injection  ($274.5)""
NPV @ 12.5% of Project Cashflows  $ 145.5 "
NPV @ 12.5% of Net Terminal Value  $113.2"”
NPV of Miill Purchase ($15.8)
EC46949A0030932

M A $30 MM liquidity line will be used to offset any periodic operational cash shortfails.
2 12.5% = the RAC Pre-tax Hurdle Rate
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~ Project Southwood
— Financial Pulp Swap

Fixed
$564/ MT

Georgia
Pacific

Floating $
at RISI| Index

¢ Term: 7 years
¢ Notional Volume: 277,250 MT/Yr.

5B-5

NPV @ 8.38% of Financial Swap  $75.8 MM "

1) 8.38% = LIBOR + GP Credit Risk of 3.6%

Tenar

EXH084-00150
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~ Project Southwood
— Summary Financial Results

$1.976 $23,707 323,918 $23231 $22403 $21,101 $20,307

$75.755 0 30 30 30 £ 20

$77,731 523,707 $23.918 $23,231 $22.403 $21,101 $20,307 20,841

58-6

357  $3.142

$49.241 $0

$49,298 33,142

$1.376  $2,995 $3,955  $3.039

S0 $14.252 $8,135  $7.887

$1,376 $17,247 $13,274 §11,964 $12,833 $12.0%0 $10926 $11,134

EC46949A0030934
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2001 Enron Corp Ratios

Earnings Per Share
Funds Flow Interest Coverage
Pre-tax Interest Coverage

B/S Debt to B/S Capital

2002 Enron Corp Ratios

Earnings Per Share
Funds Flow Interest Coverage
Pre-tax Interest Coverage

B/S Debt to B/S Capital

EXH064-00152

—— Effect on Enron

R R, W i il e e T

Corp. Ratios

Enron Corp
2001
Base Case

$1.80
4.02
3.31

43.4%

Enron Corp
2002
Base Case

$2.15

4.02

3.66
43.4%

~ Project Southwood

Enron Ratios Including Leaf River Transaction

Off BIS Enron B/S Enron B/S
100% Debt 100% Debt 60% Debt ! 40% Equity
$1.86 $1.86 $1.85
4.02 4.02 402
3.38 3.39 3.39
43.3% 43.9% 43.5%
~
@
L ¢}
Enron Ratios incfuding Leaf River Transaction
Off BIS Enron B/S Enron B/S
100% Debt 100% Debt 60% Debt/ 40% Equity
$2.15 $2.15 $2.15
4.04 3.99 4.02
3.68 3.62 3.65
43.4% 44 0% 43.5%
EC46949A0030935
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| Project Southwood
—— Valuation Context

Pulp Prices
+ RISl 10-year Historical Average is $546/MT
¢ RISI 7-year Average Forecast is $556/MT
+ EIM Valuation uses $516/MT over the 7-year term

Acquisition Price

Mill was built in 1984 for $560 MM

Mill replacement cost today is approximately $1.0 Billion
GP asking price was $350 MM

EIM is paying $274 MM

+* & o
58B-8

*

Terminal Value

¢+ Current Transaction Multiples are 3.3X Peak EBITDA
+ Enron Purchases Leaf River Mill at 2.13X Peak EBITDA
+ Terminal Value assumes 2.00X Peak EBITDA

EC46949A0030936
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ENRON RISK ASSESSMENT AND CONTROL

DEAL APPROVAL SHEET
NEW DEAL
DEAL NAME: SOUTHWOOD Date DASH Completed: September 21, 2001
Counterparly: Georgia-Pacifie BAC Underwriter; Chip Schneider
Business Unit:  Enron Industrial Markets RAC Analyst: Adam Pollock/Andre Cangucu
Business Unit Originator: George McCormick Transaction Type: Equity - Privale
Industry: |ndustrial-Paper & Allied Products Capital Funding Source:Off Balance Sheet-On Credit .
. .o Country: United States
This Transaction: glr:val:te_ Expected Closing Date: September 28, 2001
N oran-?lgolﬁfor ming Expected Funding Dale:NovenJBer 30, 2001
RAC Recommendation: [X] Proceed wilh Transaction B Returns below Capital Price
] Do not Proceed

Board Approval: Pending
APPROVAL AMOUNT REQUESTED ($000s)

Capital Commitment 274.5M

Liquidity Line between Enron-Sundance/LRPM 30.0M

TOTAL $ 304.5M

" The Liquidity Line is provided to fund additional cash required 1o offset periodic operational cash shoffalls, The expected tolal
nominal payment over 7 years is $11.1 million (PV $6.2 million). The nominal P95 calculaled amount is $29.8 million (PV $13

million),

EXPOSURE SUMMARY ($000s)
This Transaction 274.5M
Existing Exposure 0.0M
TOTAL $274.5M

* E!M will be required to buy-out GP's equily interesl in the mill (see description and formula below). Fluctuations in the
calculated value of GP's equity are driven largely by commodity prices. The expected nominal payment in 2008 is $2.2 million
(PV $1 million}). The nominal P$5 amount calculated for 2008 is $19.8 million (PV $9 million).

DEAL DESCRIPTION

5B8-9

Enron Industrial Markets (“EIM") is seeking approval for the acquisition of a supermajority (96%) interest in the Leaf
River Pulp Mill ("LRPM") in New Augusta, Mississippi, for $274.5 million {asset cost of $265.0 million +
financing/clesing cosls/contingency of $9.5 million), Additlionally, an agreement is sought o structure the
acquisition to defer the recognition of a taxable gain (the “Deferral Agreement” is valued at approximately $45
million) 1o Georgia-Pacific for a seven-year term. Georgia-Pacific ("GP") is divesting itself of its market pulp
operations as part of a stralegic shilt away from commodity-like products and toward consumer products with
“brand” value. The alignment of Enron’s goal to develop a more liquid commodity market and GP’s slrategic goal of
moving further down the value chain presents Enron with an opportunity to oblain a world-class asset with a

reasonable return risk/return profile.

. The Leaf River pulp mill has an annual production of 554,500 MT of market pulp. The asset is capable of producing

both Southern Bleached Solftwood Kraft (SBSK) and Southern Bleached Hardwoed Kraft (SBHK) pulp. The mill
was built in 1984 for a cost of $560 MM by Great Northern Nekoosa Corporation. In 1990, GP acquired the mill and
has owned and operated the mill since thattime. The asset is one of the largest single-line production pulp mills in
the world. Jacobs-Sirrine’s Q1 2001 dalabase lists Leaf River as the 6™ lowest among 50 North American pulp
producers and as having the 2™ lowest cost basis among 13 producers of Southern Bleached Softwood Kraft
{SBSK) pulp in North America. The mill employs 341 non-union, salaried employees. The estimated replacement
cost of the mill is $1 billion. ’

The transaction will enable EIM, via a JV slructure, to indirectly control LRPM. To facilitate the structure, an LLC
("Newco”) owned S6% and 4%, respectively, by EIM {through Sundance) and GP will be formed. GP will contribute
the Leat River mill valued at $265 million including working capital valued al $52MM. EIM will contribute credit
support for debt financing of the asset, as well as capital, operations, personne! and marketing services. GP and
EIM will share the net cash flow from Newco's operations pro-rala to their respective percentage interests. GP will
feceive a $265 million cash distribution at closing and a 4% share of membership interest in the LLC. EIM will have
operaticnal control of the facility and 96% of the economics during a 7-year term. At the end of 7 years, Enron will
buy-out GP's 4% interest at 5.0 x EBITDA less Net Debt (EBITDA calculated using a 5-yr historical average). EIM
will have the ability to terminate the joint venture before the end of seven years by paying GP a stipulated “make-
whole™ premium to compensate GP for ils loss in {ax deferral benefits, The calculation of this payment will be

agreed upon In the documents.
EC46949A0030937
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RAC Deal Approval Sheet Deal Name; LRPM_DASH_092101

Tha acquisition will be financed primarily with debt having recourse to Enron. Any principal repayment will trigger a
tax liability for GP (which tax reduces the value of the Deferral Agreement proportionally by the amount of such
principal payment in relation to the total initial principal amount). Thus, Newco will seek a seven-year non-
amortizing loan from a 3rd party lender. Newco’s debt will be backed by Enron credit support. in order to
preserve the value of the Deferral Agreement to GP, GP will wrap the loan and Enron credit support with a guaranty
of its own. From an economic perspective, Enron has not structured the transaction on the assumption that such
GP credit support will be cailed upon. GP will, however, be granted a springing lien on the assets of the LLC if their
credit support/guaranty is called upon to the extent that GP performs on such obligation. in accordance with the
springing lien concept, EIM will agree to maintain the asset in good condition consistent with industry standards In
order lo preserve the collateral value of the asset for GP in the evenl they are called Upon to pedorm under the

guaranty,
Industry

Pulp represenlts 30% of the $300 billion/year global market for forest products (larger than any other pulp/paper
product). Market Pulp represents 6% ($20 billion/year) of this global market. End uses for softwood kraft pulp
include everything from printing and writing paper 10 tissue products and boxboard. Softwood kraft pulp Is also an
input for other major paper products such as newsprint, The rationale for the proposed acquisition is 1o accelerate
EIM's strategy lo develop its physical and financial trading and market-making aclivities in the pulp market. Enron
currently owns no pulp assets and seeks 1o “louch” at least 500,000 MT of pulp capacity this year. With the
acquisition of LAPM, ENE will control 1.3% of global market pulp capacity.

The Leal River mill produces a SBSK pulp that is known for its high brightness, low dirt content and consistent
quality. By owning the Leaf River asset, the EIM pulp book will own 100% of the milf's SBSK physical output —
estimated to be 554,500 MT/year. EIM will aiso assume GP's existing off-take sales coniracts.

The Leaf River mill uses three types of pinewood furnish as inputs 1o the pulp making process - tree length
roundwood, short roundwood and chips. These fiber costs represent 70% of Leaf River's variable costs and 40% of
the mill's total operating costs. GP will provide all the necessary fiber inputs to Newco at a fixed price for seven
years. Under the agreement, GP will provide up to 2.5 million rough green short tons of roundwood per year at a
price of $24.68 per rough green ton and up to 1 million green shor tons of chips per year at a price of $27.13 per
green short ton. Newco will not be permilted to purchase fiber from any other party unless requirements exceed
these fimits.

58-10

GP and Enron will agree on a 3-year capital expenditure budget that supports the forecasted level of production
{554,500 MT/year). Excess expenditures will be spiit 50/50 between GP and Enron, up to an agreed-upon annual
cap. Enron will pay any capital expenditures exceeding the cap. Similarly, if the CAPEX budget for each year is not
spent in ils entirety, the remainder will be split 50/50 between GP and Enron.

Currently, the {eal River mill's oulput production capacity is fimited by the milf's chemical {(liquor) recovery and
retining capacity. Historically, GP has exchanged liquor with other area GP mills in order to “de-bottleneck” the Leaf

* River mill. As part of the proposed transaction, GP will enter into a liquor swapping agreement with NewCo. Under
this arrangement, GP will provide white liquor {unused refined chemicals) to the Leaf River mill, In exchange, the
Leaf River mill will provide equivalenily valued black liquor (used unrefined chemicals) to GP, which has other mills
in the vicinity with excess chemical recovery capacity.

TRANSACTION SOURCES AND USES OF FUNDS ($000s)

Sources Uses

Sundance 274.5M Plant Acquisition 265.0M
Enron Balance Sheet Sources 0.0M Contingency 5.0M
OBS Financing Fees 2.7M

Transaction Costs : 0.8M

Cash Balance 1.0M

Tolal ‘ $274.5M $274.5M

EC46949A0030038
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RAC Deal Approval Sheet Deal Name: LRPM_DASH_0¢2101

RETURN SUMMARY ($000s) Unlevered
: PV @ Cumulative
Return Components; Capital IRA Capital Price Components
Price
Purchase Cost -274,458 - Risk free rate (%): 6.83
Operating Cash Flows 151,569  -4.99% Equity Premium (%): 5.02
Shortfalls -6,116  -100.0% Credit Premium (%): 0.00
Buyout Fea -971 -100.0% Country Premium {%): — 0.00
Terminal Value 114,183 11.20% Transaction-Specific (%) 0.65
[ Total NPV -$15,793 11.20% | | RAC CAPITAL PRICE: 12.50]
CASH FLOW SUMMARY
IRR Distribution
20.0%
15.0% Expey
10.0% 4 5
5.0% A s
0.0% +
® R R R R & R R R 2 @
8 38 87 %% 8§82 ¢ -
g S8 39§z Y= d 4 =
: a

Cash Flow Symmary
C2=d Terminal Value

$800.,000 E==3 Ongoing
$600,000 BT Fees
$400,000
$200,000 R Outflows
30 —d&— Cumulative P95
) :Ei%g; —#— Cumulative PS

—iF— Expected cumulative cash flows

TRANSACTION UPSIDES/OPTIONALITY

The strategic benefits of owning a supermajority interest in this asset (access to physical pulp, increased liquidity, -
incremental market-making opportunities, incremental origination opportunities) cannot be easily quantified and
have nol been included in the purchase price analysis,

The assel valuation model assumes that the mill will produce 554,500 MT of SBSK per year. EIM's technical due
diligence team estimales that the mill Is capabie of producing 573,250 MT of SBSK per year. Additional production
capacity could have a positive impact on the mifl's profitability. '

EIM may sell the mill, pay the “make whole” premium to GP (which amount will be determined in a manner that
preserves the present value of GP's initial approximate $45 million tax deferral value stemming from the Deferral
Agreement), and negotiate an offtake agreement with the new owner. Thus, EIM would retain a long SBSK position
while eliminating operational sisk and freeing up capftai,

Paga 3
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RAC Deal Approval Sheet
i

Deal Mame: LRPM_DASH_092101

The plant is located in the SERC service territory and has [and available for additional power generation facilities.

EXIT STRATEGY

This is a strategic investment with a contemplated seven-year holding period. Earlier sale will be allowed with a

“make-whole” provision (the consequences of which are described above) and a buy-out of GP’s equity interest

RISK MATRIX

RISK DESCRIPTION

MITIGATION/COMMENTS

QOperating Risk
NewCo may be exposed to hidden
integration and/or lransition cos!s

Enron lacks pulp mill operating
expertise

Corporate overhead expenses have been accounted for in the asset
valuation model. ENE due diligence teams are comfortable that
Accounting, 1T and Human Resources integration issues have been
addressed. Additionally, the due diligence and transition teams
include EiM personnel thal managed the transition and integration of
Garden State and Stadacona.

EIM intends to keep ihe existing mill management team and
employees. The mill workforce is a highly skilled, non-union,
properly compensaled team that has a proven lrack record of
performance improvement. EIM is rapidly expanding its asset
management expertise given experience with existing newsprint
assets.

Credit / Market Risk

By entering into a seven-year fiber
supply agreement, Enron is {aking on
GP performance risk.

NBSK i3 the industry standard pulp
grade. EIM may be exposed to
market risk by taking a position in a
commeodity that is NOT the industry
benchmark.

The EIM pulp book will own 100% of the mil's SBSK production
(554,500MT).

The mill is trading fiber price volatility for GP ¢redit risk and fiber
procurement risk. GP perceives economic value {or the tiber supply
agreement and therefore has incentive to perorm according to the
terms of the agreement. GP has a BBB-f Baa3 credit rating. The
contract will not have liquidated damages.

SBSK is a lower value alternative 1o NBSK for many end-uses and
thus, is sold at discount 1o NBSK (historically @ $40MT, or 7%
discount). In addition to this market discount, we have included an
additional $23/MT (11% total} discount to our forward curve in the
valuation of this asset. SBSK pricing is highly correlated with NB3K,
SBSK represents 43% of annual US pulp production.

Environmental / Permitling Risk
As is the case with rost industrial
plants, poterttial exists for litigation or
environmental compliance issues
associated with the asset.

Environmental due diligence Is being performed by ENE, EHS,
external legal counse! (Vinson & Elkins) and third party technical
consultants (Pilke & Associates, Inc.), These efforts have uncovered
no material issues. EIM continues to negotiate with GP to obtain
coverage for post-closing discoveries as well as appropriate credit
suppont of the seller’s abilily to meet such liabilities.

Legal Risk

Legal Risk Rating has not been finalized. The diligence
investigation, including labor, envirgnmental, tax and liabilities to be
assumed is still underway. No “deal-breaker” issues have been
uncovered, Documentation relating to the creation of Newco, its
capitalization and operations is in early stages. In addition, there are
multiple ancillary agreements regarding power, transpodation, fiber
supply and by-product off-take, among others, thal must be
addressed. A legal risk meme will be prepared after resolution of all
of these outstanding issues.

EXH0&64-00157
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RAC Deal Approval Sheet Deal Name: LRPM_DASH_082101

Tax Risk : EIM will acquire effective ownership of LRPM through a
parinershipjjoint venture arrangement that enables GP to avoid
current paymenl of tax on approximately $245 million in taxable gain
that would otherwise result from an outright purchase by EIM of
LRPM. GP avoids payment of such tax only so long as the debt
arrangement contemplated (i.e., GP remains a JV member and
provides the above-described credit support) remains in place, the
JV does not dispose of LEPM, and the principal on the loan is not
paid before maturity. The present value of GP's lax deferral is
approximately $45 million, assuming a seven-year deferral period.
Consequently, GP has required (and EIM has agreed) that EIM pay
GP the present vaiue of the Tost tax deferral benefit in the event that
EIM causes a tax liability tor GP.

QOther
The mill has a QF rating on its ENE Regulatory is currently investigaling whether
cogeneration 1) Enron/Sundance can cwn a OF and 2) whether Enron/Sundance

could sell power to an adjacent 3" party that is a non- ulility.

KEY SUCCESS FACTORS (relative sliding scale)

NA | Poor Excellent
Core Business X
Strategic Fit X
Upside Potential X
Management X
Risk Mitigation ' X

OTHER RAC COMMENTS

The Leaf River Pulp Mill is a refatively new plant, built on a green-tield site, employing modern technolegy and
methods.

RAC is applying to the terminal value a 30% liquidity discount (35% Base case less 5% control adjustment) to
adjust to uncertainties arising from the marketability and liquidity of this type of asset seven years from now.

Preliminary findings from RAC due diligence reveal no major issues related lo finance and operations
{(management/staff, planning/budgeting, financial reporting, inlernal controls/systems, etc.)

CONDITIONS PRECEDENT
Final execution of the PSA is subject to EIM and RAC satisfaction with the following:

1. EIM has setured off-balance sheet debt financing for substantially all of the purchase price

2. EIM has entered inio employee agreements with key mill personnel

3. ENE counsel has contirmed that no pending legal actions or proceedings have been instituted or threatened by
the closing date

All transaction documentation will be formalized between EIM and GP

EIM will have completed its due-diligence efforts related, but not strictly limited to the following tems:

- Perry County Municipal Bonds

- Capital Budgeting Plan

- Insurance Paolicy

oo
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RAC Deal Approval Sheel Deal -Name: LAPM_DASH_092101

MILESTONES

1. Execution of a PSA 05/28/01

2. Receipl of regulatory approvals, as appropriate 11/30/01

3. Report of mill operations to RAC Quarterly beginning 04/30/02

4, Buyout of GP's 4% interest 12/31/08
-
-
)
wn

Page §
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RA‘C Deal Approval Sheet

Deal Name: LRPM_DASH_092101

APPROVALS

EIM Corp Cevelopment
EIM Technical Services

ENE Environmental,
Heath and Safety

EIM Accounting
EWS Legal

EWS Tax

EiM O0C

RAC Management
ENE Global Finance
ENE OOC

EXHCB4-00160

Name

Andy Kelemen/Gearge McCormick

Eric Connor

Michael Terraso

Kent Castleman

Mark Haedicke/Julia Murray

Stephen Douglas

Jeff McMahon/Ray Bowen

Rick BU‘)H’D&VQ Gorte AL Sy 2mder 200

Andy Fastow/Ben Glisan Ry,

Ken Lay/Mark Frevert/Greg Whalley wg_ykihxi\—;— O T IIN~T N

N
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FASH
: DEAL NAME: Project Southwood

Global Finance Summar[(Addehdum to DASH)

1. Transaction Summary for INVESTMENT: Amount
Total Deal/Project Capital Commitment $274.5m
Less: Financings (including Syndications) $274.5m
Net Enron Investment 0

k-3
{(a) Capital commitment information is based on:

Acquisition price of $265m plus a $1m initial cash balance and plus $8.5m in Financing
Costs and Legal Fees.

(b) Any intent to Syndicate? How much? Intent fo take investment off-balance sheet?

We need to syndicate $274.5m in debl. We believe we can syndicate this with
approximately 10 different banks ($27m each} via a club bank approach.

The investment will be acquired via Sundance Industrial Partners, LP (“Sundance”™), a -
deconsolidation vehicle for Enron Industrial Markets, and accounted for under
“Investments in and advances to unconsolidated equity affiliates”. Enron owns 50% of
the voting rights of Sundance and 80% of the economics (net economics of
approximately 95% via contractual arrangements).

w0
(c) Likely Syndication market: Q
O Industry/Strategic Partner O Private Equity
O Capital Markets 0 Off-balance sheet vehicle
B Bank Markets O Other

{d) Additional information:

The asset acquisition has to be financed with 100% non-amortizing debt since this
enables Georgia Pacific to defer their capital gains tax on the asset sale for the term of
the debt (agreed to seven years).

2. Investnient {i.e. equity) terms and pricing:
For Enron: O Market O Above Market 0 Below Market

For Third Parties: J] Market O Above Market O Below Market

Additional Information:

Salomon Smith Barney (SSB) is EIM's partner in Sundance and will have to contribute
$68.75m of capital to the structure. Of this $68.75m, $10.5m will be funded and $58.25m
will be an unfunded commitment. Salomon Smith Barney's preferred return for both
funded and unfunded commitment over the funded capital equates to Libor + 6.7%.

SSB’s investment recapitalizes Sundance but is not intended to reduce the $274.5m in
support from Enron via the Total Return Swap/Put option.

EC46949A0030944 Page 8
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Financing {i.e. debt} terms and pricing:
Market 0 Above Market 0 Below Market

Describe Risk Transfer, if any:
No risk transfer, 100% recourse to Enron.

The investment will be financed 100% with debt supported through a combination of a
TRS/Put option from Enron. The debt will be deconsolidated as a result of the ownership
by Sundance. Further, the TRS/Put option support by Enron will be accounted for as a
price risk management liability and is expected o be marked at approximately $0.

We are assuming the debt would be priced around 137.5bps over Libor (based on the
pricing of the EQTT financing). The financing term wiil be either a three-year ioan with an
option to refinance for four more years, or a straight seven-year bullet depending on cost
and on how interested banks are on the term.

Describe liquidity restrictions, if any, for equity and/or debt:

There would be no liquidity restrictions for either equity or debt since Sundance will controf
the asset and the debtholders will have recourse to Enron, not {o the asset.

What type of continuing involvement will Enron have relating to the debt?

Since the asset will be levered to 100% of the acquisition cost, Enron will have to support
the debt. Most likely a Put/Total Return Swap will be used for this purpose

Intent to Hedge Investment? NO Explain:
How long does Enron expect to own this investment?

The rationale for the proposed acquisition is to accelerate EIM's strategy to develop its
physical and financial trading and market-making activities in the pulp market. Therefore
the purpose is 1o acquire pulp volumes for tfrading purposes, thus whenever EIM has an
opportunity to seil the asset at an attractive value (while keeping the physical off-take) the
asset will be sold.

=

Enron Global Finance Representative: Mﬂl_-wdham Brown 09/24/01

Stgnature

Enron Global Finance Legal: M,_\J\‘H’? Jordan H.Mintz ~ 09/24/01

EXH064-00162
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ENRON RISK ASSESSMENT AND CONTROL
i DEAL APPROVAL SHEET

APPENDIX

BACKGROUND

GP is a manufacturer and distributor of building products and a producer of a variety of pulp and paper products
Including pulp, containerboard, packaging and tissue products. The company’s FY2000 revenues were $22 billion.
As of September 10, 2001, GP had a market capitalization of $7.4 billion. The company is headquartered In Atlanta.
GP is rated 8BB-/Baa3d by S&FP/Moody's with a stable outlook.

In Autumn 2000, GP atlempted to package three assets logether (Leaf River; Woodland, Maine; and Brunswick,
Georgia) in an effort to sell their pulp business 1o a single buyer. At that time, GP received no binding bids for the
assets. In March 2001, GP and EIM resumed discussions for purchase/sale of just the Leaf River mil. GP's original
asking price for the mill was $350 million. While the purchase price of $265 million represents a significant decrease
in value from their initial expectations, ihe proposed deal structure stemming from the Deferral Agreement (the value
of which equals approximately $45 million}. The proposed purchase price compares favorably to recent transactions
in the forest products industry, as shown below.

GP COMPARABLE TRANSACTION ANALYSIS
(LS Emillions for EY)

Cempany Dats  EV EVI EV1 BV Other

Ten EBITDA Sales
Siedacona Jan0OQ § 30§ ™M9 3,56 1.35 Enron acquired Daishowa Forest Products Canadian newsprint and groundwood mhlls .
Nerske Shog- Tasman Mar01 § 128 § 456 324 049 Caner Hok Harvey (IP) acquired Tasman pulp millin News Zealand ;
Aliance Forest Proccts Apr-01 % 766 5 640 762 109 Sale of newsprint, SBHK Muft pulp snd uncoated groundwood mils to Bowater i
Haindl ’ May.01 $ 2832 $ 1385 966 266 UPMKymmens purchesed 4 nevwsprink mills in Germany and Austria
Norsks Skog- Mackenzle Jun01 ¢ 14 $ 452 332 096 PopelLTabot acquired 8 Canadian NBSK puip mit
GP Paper JunQ1  § 165 $ 1031 6,00 132 Qomar acquired 4 uncoaled paper and markel puip mills
Celgar Aug01 § 254 § 599 5.01 1.23 Enren propesed scquisition of & Cenadian NBHK pulp mil

Average § B43 § 755 5.49 1.4

58-18

[Leaf River Novyd1 § 265 § 478 216 091 Cumnrent propesed transacton '}
TEBITDA and Seles defa sre hesed on FYZ000 resufls
" Comparatles in bold regrasent Pure” pulp rsnseclions

VALUATION SENSITIVITY ANALYSIS

Change in NPV From Basgs Case (-$15.8 MM)

(110.0)  (90.0) {70.0) (50.0) (30.0) (10.0) 100 300 50.0 70.0

Produciion Yobrmes {MT/day)
SESK Frices (50% of Production)
: Fixed Costs
Variable Cosls

Froduction Days

EBITCA Multiple (Terrinal Value)
Oiscount 1o SBSK hdex

nHation

Capial Expendilures

Oiscount Rate

Liquicy Cls count (Terminal Value)

EC46949A0030946
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EXH084-00164

NPV Vartance (Smillions)

Assumption Base Case 5 P35
Produclion Volumes {(MT/day) 1.716.0 1,574.8 1,857
NPY (15.8 {109} 77
SBSK Pricas (50% of Production) 519.5 4328 606.3
: NPV {15.8) ¢ 105) 73
Fined Costs 100.0% 117.0% B4.0%
NPV {15.8)! {95} 55
Varlatie Cosls 100.0% 126.0% 7T.0%
NPV (15.8) (68} 29
Production Days 355.0 3445 358.8
NPV (15.8), 507 (4)
EBITDA Multiple (Terminal Vailue) 5.5 4.8 8.4
NPV (15.8) (24) 2
Discourt w0 SBSK Index 10.0% 13.0% 7.0%
NPV (15.8) (33} o
Intiaticn 2.6% 5.5% 0.0%
NPV (15.8) 33} - 1)
Capital Expendiluiss 100.0% 136.0% 71.0%
NPV {15.5) {25) i)
Dlscount Rate 12.5% 13.5% 11.5%
NPV {15.8)] (27) 4y
Liquidity Discourd (Terminal Valee} 30.0% 35.0% 25,0%
) wev (15.8 2d) (8}

e T SR Y e e

=
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EXH0B4-00165

AGENDA ITEM 5(b)
(SUGGESTED FORM OF RESOLUTIONS)

WHEREAS, the Executive Commitiee of the Board deems it
advisable and in the best interests of the Company for Enron North
America Corp. (“"ENA”) or an affiliate or designee thereof, to form a
limited liability company (the “LLC") with Georgia Pacific Corporation
or affiliates or designees thereof and contribute assets thereto in an
amount not to exceed $275,000,000 for the purpose of acquiring,
owning, and operating the Leaf River Paper Mill in New Augusta,
Mississippi, as well as providing a $30,000,000 liquidity line
mentioned in the deal approval sheet for the transaction, on the
terms and conditions presented to the Executive Committee (the
“Leaf River Transaction”);

WHEREAS, the Executive Committee of the Board deems it
advisable and in the best interests of the Company that approvals be
granted, as set forth below, in connection with the Leaf River
Transaction;

NOW, THEREFORE, IT IS RESOLVED, that Kenneth Lay,
Chairman and Chief Executive Officer of the Company, and L. Greg
Whalley, President and Chief Operating Officer of the Company, be,
and hereby are, authorized on behalf of the Board, jointly and
severally, to:

(@) settie and approve the terms and authorize
execution on behaif of the Company or its
affiliates of all agreements to be executed in
connection with the Leaf River Transaction,
including an LLC Operating Agreement, a
Contribution Agreement, and such additional
documents, agreements, guaranties, and other
instruments relating to the Leaf River Transaction
undertaken or proposed to be undertaken by the
foregoing resolutions, and obligating the
Company and its affiliates in an amount not to
exceed $275,000,000, as well as providing a
$30,000,000 liquidity line mentioned in the deal
approval sheet for the transaction, as may be
required or necessary in order to enable the
Company and its affiliates to fulfill their respective

EC46949A0030348
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EXHQB4-00168

obligations in connection with the foregoing
resolutions;

(b) pay or authorize the payment of all fees,
expenses, or charges incurred by or on behalf of
the Company or its affiliates in connection with
the transactions contemplated by the foregoing
resolutions, including (but without limitation) the
fees and expenses of the Company's and its
affiliates” financial, legal, and professional
advisers:; and

(¢) take any and all such further action as they shall
deem necessary or desirable in connection with
the transactions contempiated by the foregoing
resolutions;

RESOLVED FURTHER, that Mr. Lay, any Vice Chairman of
the Board, Mr. Whalley, any Managing Director, or any Vice
President (inciuding any Executive Vice President, Senior Vice
President, or Vice President), the Treasurer or any Deputy Treasurer
of the Company and its counsel, acting on the approval of Mr. Lay
and Mr. Whalley, jointly and severally, be, and each hereby is,
authorized, empowered, and directed (and any one of them acting
alone) to take any and all such further action, to amend, execute,
and deliver all such further instruments and documents, for and in
the name and on behalf of the Company or its affiliates, under their
respective corporate seals or otherwise, and to pay all such
expenses as in their discretion appear to be necessary or desirable
to carry into effect the purposes and intentions of this and each of
the foregoing resolutions; and

RESOLVED FURTHER, that all actions heretofore taken by
the officers and representatives of the Company and ENA or its
affiliates with respect to the transactions contemplated above be, in
all respects, approved, confirmed, and ratified.

Kia Minutes\2001 Minutes\092501\LEAF RIVER RES.doc
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1. Approval of August 13, 2001 Finance Committee Minutes

2. Chief Financial Officer Report

3. Treasurer Report

4. Chief Risk Officer Report
Quarterly Risk Update

- Audit & Compliance and Finance Committee Roles
- Trade Credit Update

- Market Risk Update

- Post Transaction Reviews

5. Projects and Amendments
A) Revision 1o the Risk Management Policy
- Approve for Recommendation (o the Board

B) Project Southwood
- Approve for Recommendation to the Board

6. Other Business

7. Adjourn

Mr. Winokur

Mr. Fastow

Mr. Glisan

Mr. Buy

Mr. Buy

Mr. McMahon’
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